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DISCLAIMER  
The Puerto Rico Fiscal Agency and Financial Advisory Authority (AAFAF), the Government of Puerto Rico, its instrumentalities and 
agencies (collectively, the Government), and each of their respective officers, directors, employees, agents, attorneys, advisors, 
members, partners or affiliates (collectively, with AAFAF and the Government, the Parties) make no representation or warranty , 
express or implied, to any third party with respect to the information contained herein and all Parties expressly disclaim an y such 
representations or warranties. The Government has had to rely upon preliminary information and unaudited financials for 2018,  
2019 and 2020.  
The Parties do not owe or accept any duty or responsibility to any reader or recipient of this presentation, whether in contract or tort, 
and shall not be liable for any loss, damage (including without limitation consequential damages or lost profits) or expense of 
whatsoever nature of such third party that may be caused by, or alleged to be caused by, the use of this presentation or that is 
otherwise consequent upon the gaining of access to this document by such third party. The Parties do not undertake any duty to 
update the information contained herein.  
This document does not constitute an audit conducted in accordance with generally accepted auditing standards, an examination of 
internal controls or other attestation or review services in accordance with standards established by the American Institute of 
Certified Public Accountants (CPA) or any other organization. Accordingly, the Parties do not express an opinion or any other form of 
assurance on the financial statements or any financial or other information or the internal controls of the Government and the 
information contained herein.  
Any statements and assumptions contained in this document, whether forward -looking or historical, are not guarantees of future 
performance and involve certain risks, uncertainties, estimates, and other assumptions made in this document. The economic and 
financial condition of the Government and its instrumentalities are affected by various legal, financial, social, public health, economic, 
environmental, governmental, and political factors. These factors are very complex, may vary from one fiscal year to the next and are 
frequently the result of actions taken or not taken, not only by the Government , but also by the Financial Oversight and Management 
Board for Puerto Rico and other third -party entities such as the United States federal government. Examples of these factors include, 
but are not limited to:  
ï The effect of the Coronavirus Disease 2019 (COVID-19) on the health and well-being of the people of Puerto Rico. 
ï The short-term economic effects of COVID-19 on the global economy and the economies of the United States and Puerto Rico as 

they relate to Puerto Ricoôs tax revenue and budget. 
ï The longer-term economic ramifications of behavioral changes caused by COVID-19 (i.e., reduced travel, increased work from 

home, reduced activity in large gathering places, etc.). 
ï The amount of federal government aid provided to U.S. states and territories (including Puerto Rico) and the efficacy and speed 

of disbursement of such aid. 
ï The need to shift resources to create a more resilient structure to prevent or mitigate future pandemics. 
ï Any future actions taken or not taken by the United States federal government related to Medicaid. 
ï The amount and timing of receipt of any distributions from the Federal Emergency Management Agency (FEMA), U.S. Department 

of Housing and Urban Development (HUD)ôs Community Development Block Grant-Disaster Recovery (CDBG-DR) Program and 
private insurance companies to repair damage caused by Hurricanes Irma and Maria and recent earthquakes in Puerto Rico. 

ï The amount and timing of receipt of any additional amounts appropriated by the United States federal government to address the 
funding gap described herein. 

ï The timeline for completion of the work being done by the Puerto Rico Electric Power Authority (PREPA) to repair PREPAôs 
electric system and infrastructure and the impact of any future developments or issues related to PREPAôs electric system and 
infrastructure on Puerto Ricoôs economic growth. 

ï The impact of the measures described herein on outmigration; and 
ï The timing and impact of the resolution of Puerto Ricoôs Title III cases and related litigation. 

 
These factors are inherently unpredictable, complex, and largely novel. Accordingly, the assumptions and outputs based on these 
factors may materially change. Future events and actual results may differ materially from any estimates, projections, or statements 
contained herein. Nothing in this document should be considered an express or implied commitment to do or take, or to refrain from 
taking, any action by AAFAF, the Government, or any instrumentali ty or public corporation within the Government, or an admission 
of any fact or future event. Nothing in this document shall be considered a solicitation, recommendation, or advice to any person to 
participate, pursue or support a particular course of action or transaction, to purchase or sell any security, or to make any investment 
decision. 
By receiving this document, the recipient shall be deemed to have acknowledged and agreed to the terms of these limitations. This 
document may contain capitalized terms that are not defined herein or may contain terms that are discussed in other documents or 
that are commonly understood. You should make no assumptions about the meaning of capitalized terms that are not defined, and 
you should refer questions to AAFAF should clarification be required. Unless otherwise identified, all governmental departments and 
agencies refer to those of the Government of Puerto Rico. 
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Executive Summary  
 
After too many years of fiscal crisis  affecting each resident and business of Puerto 
Rico, under the Pierluisi administration, the end of the Commonwealthôs bankruptcy 
is  behind us . On January 18, 2022, Judge Laura Taylor Swain confirmed the Commonwealth 
Plan of Adjustment restructuring ap proximately $35 billion of debt and other claims against the 
Commonwealth of Puerto Rico, the Public Buildings Authority (PBA), and the Employee 
Retirement System (ERS), as well as more than $50 billion of unfunded pension liabilities. The 
Commonwealth Plan of Adjustment went effective on March 15th, 2022, a historic day for Puerto 
Rico. The Plan of Adjustment saves Puerto Rico more than $50 billion in debt service and reduces 
outstanding obligations to just over $7 billion.  
 
The process of emerging from bankruptcy has been enormously complex. It took the concerted 
effort and hard work of a wide range of stakeholders, including the Government and Legislature of 
Puerto Rico, operating in an environment of considerable uncertainty to arrive at a largely  
consensual Plan of Adjustment enabling the Commonwealth, ERS, and PBA to exit bankruptcy. 
The bankruptcy process unfolded against the backdrop of a series of unprecedented events, 
including devastating natural disasters and a global pandemic. 
 
This watershed event brings predictability and is the beginning of a new chapter for Puerto Rico, 
in which improving financial management and operational capacity can bring stability, and 
investment in structural reforms can bring new growth and prosperity. This Fisc al Plan prioritizes 
these critical steps for a better managed and more effective government, and for implementing 
structural reforms which are at the heart of all progress in economic development. 
 
Until now the Commonwealth grappled with significant long -term uncertainty because the 
resources needed for future debt service and other liabilities were unclear. The confirmed Plan of 
Adjustment ends the uncertainty. With a more affordable and certain level of debt service, the 
Commonwealth can now use all other available resources to provide effective services for the 
people and business community of Puerto Rico. Many have misunderstood that the new debt 
service would force further reductions in spending; this is not true. The Commonwealth and the 
Board had together planned for this level of debt and there are no incremental reductions in 
spending necessary as a result of the new debt service. In fact, the end of this bankruptcy brings 
predictability to the finances of the Commonwealth and an opportunity to rein vest in critical 
initiatives such as Municipal Services Reform and Civil Service Reform. 
 
Not only is there no further reduction in spending necessary at this time, but the 2023 Fiscal Plan 
outlines a set of historic investments in the workforce that provi de critically important services to 
residents across the Island. These new investments, described further below, are an important step 
in rebuilding operational capacity and increasing the effectiveness of government. These 
investments are being made to support Government workers, many of whom have not had a pay 
raise since 2014 as a result of the financial crisis within which Puerto Rico has suffered since then. 
Today, having negotiated the new, reduced level of debt service, we have more available resources 
to proceed with strengthening the government by investing in high quality and effective 
government services. 
 
In addition, the Plan of Adjustment and 2023 Fiscal Plan put an end to the longstanding practices 
of multiple Governments over many years, who made commitments to current and future retirees 
but did not invest adequate funding to be able to meet and deliver on those commitments. Moving  
forward, a pension reserve trust is established and funded over the next 10 years, so that current 
and future retirees can have confidence that their benefits will be available to them.  
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These new investments are enabled in part by a meaningful increase in federal resources and local 
revenues. Since the 2021 Fiscal Plan was certified, U.S. and global growth has continued to improve 
beyond expectations as a result of strong stimulus packages implemented to respond to the 
pandemic. As a result, Puerto Rico - like most U.S. states - has seen stronger than forecasted 
revenue performance. In addition, Puerto Rico has benefited from several meaningful increases in 
federal funding. H.R. 2617, the ñConsolidated Appropriations Act, 2023, substantially increased 
the amount of federal funding available for the Medicaid program  for a period of five years. As a 
result, program costs that were previously forecasted to be funded using Commonwealth resources 
are now paid by the Federal government. This in turn frees up incremental Commonwealth 
resources to be used in other high priority areas of public policy. 
 
This is a very important moment for the Commonwealth. For the first time in years, it can manage 
its resources without the cloud of uncertainty of bankruptcy  and the Medicaid cliff . In addition, 
Puerto Rico has received a welcome infusion of historic levels of federal support, creating new 
opportunities to address high priority needs. The 2023 Fiscal Plan provides a roadmap to take 
maximum advantage of the current situation to build on that predictability, create an environment 
of fiscal stability, and develop the conditions for long -term growth and economic development. 
The 2023 Fiscal Plan provides the funding and the detailed action steps needed to make these 
changes a reality. 
 
Priorities in the 2023 Fiscal Plan  
The 2023 Fiscal Plan prioritizes resource allocations across a few major themes: 

 
ƴ Ensuring essential services provided by the Municipalities :  Due to the financial 

uncertainty of the last 6+ years, the oversight board implemented a series of reductions to 
the central government appropriations to the municipalities which has resulted in concerns 
regarding the municipalities ability to continue p roviding essential services including: 
public works, social affairs, education, recreation and culture, health, environmental 
protection, economic development and public order and safety. With the Commonwealth 
Title III behind us, continued general fund re venue outperformance and certainty of federal 
Medicaid funding, now is the time to reinvest in our municipalities and ensure that the 
essential services provided by the municipalities continue and are not required to be 
assumed by the Central Government.  To that end, the 2023 Fiscal Plan provides for the 
establishment of the Municipal Essential Services fund, the Municipality Service 
Consolidation Fund and the Central Government assumption of the municipalityôs 
contribution to ASES.  Together, these initiatives will relieve the strain endured by the 
municipalities  today and provide the opportunity to streamline operations and provide 
essential services to the citizens in a more efficient manner. 
 

ƴ Investing in the operational capacity of government to delive r services with 
Civil Service Reform (CSR), including increasing salaries:  The 2023 Fiscal Plan 
reflects the need to invest in and improve the civil service. This investment is made through 
comprehensive reform based on the implemented CSR Pilot Program (ñCSR Pilotò) to 
improve the civil service including evaluations, recruitment, and organizational 
restructuring. The 202 3 Fiscal Plan includes support for a simple and uniform position 
classification system with a corresponding pay structure that is aligned to market rates. It 
ensures the Commonwealth has competitive, fair, and justified salaries. It includes salary 
raises for public employees that are providing critical day to day services but have not had 
a raise in many cases since 2014. This salary increase includes teachers, correctional 
officers, and firefighters, among others. Although a Uniform Classification and 
Remuneration Plan (URP) establishes a uniform role and pay structure for its employees, 
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a URP alone will not lead to a long-overdue transformation of the civil service in Puerto 
Rico. The URP will be part of a comprehensive CSR plan. To address the urgency with 
compensation structures, the effective date of the URP implementation will be January 
2023, pending compliance with CSR milestones. 
 

ƴ Pr ioritizing obligations to current and future retirees:  The Plan of Adjustment 
includes a mechanism to set aside resources to fund the Commonwealthôs pension 
obligations. While most states have set aside resources equivalent to 70+% of pension 
liabilities, the Government of Puerto Rico (over many decades and administrations) did not 
fund its pension obligations. To bring the Commonwealth in line with at least the bottom 
decile of states, the 2023 Fiscal Plan provides for the Pension Reserve Trust to achieve an 
approximate 50% funding ratio by the end of fiscal year 2031. While contributions to the 
pension reserve trust will no t continue after FY2031, it is expected that the funded ratio 
reach 100% by FY2039 as withdrawals to fund PayGo are not forecast to be needed. In 
addition, the 2023 Fiscal Plan provides for incremental funding of a total of $864 million 
for investment in enhanced police retirement benefits, $5 million annually for healthcare 
coverage for retired police officers who do not yet qualify for Medicare, and $20 million in 
total incremental funding over 11 years for the Symphonic Orchestra Pension Fund to 
address yet another existing unfunded pension liability.  
 

ƴ Creating a fiscally responsible post -bankruptcy Government:  The Government 
intends to maintain fiscal responsibility by implementing a comprehensive financial 
management agenda to ensure that Puerto Rico never again suffers from the problems that 
led to the fiscal crisis in the first place. Successful implementation requires a deep-rooted 
change in the approach to financial management. A collective commitment from 
Government leadership including the Governor, the CFO, the legislature, and agency heads 
is critical for the institutionalization and roll out of the Financial Management Agenda 
(ñFMAò), as outlined in this Fiscal Plan. The 12 initiatives in the FMA are carefully chosen 
to lay a foundation for success, build on progress that has already been made by the Board 
and the Government together, and achieve milestones that are most critical to restoring 
fiscal responsibility in Government and ensuring financial stability. The FMA calls for a 
properly structured and empowered Office of the Chief Financial Officer (ñOCFOò) that 
pursues timely financial audits, transparent and useful financial  reporting, resource 
management, and implementation of long -term planning objectives. Furthermore, the 
FMA includes implementation of initiatives such as: Real property registry, Time & 
Attendance, Debt Management Policy, and Budget Best Practices. The 2023 Fiscal Plan 
includes additional detail and implementation steps for implementing the FMA across 
government.  
 

Since certifying the first Fiscal Plan in 2017, and notwithstanding the multiple natural disasters 
and the global pandemic, the Government has worked with the Oversight Board to make initial 
progress toward these objectives. This resulted in the ability of the Government to increase 
expenditures in times of crisis and uncertainty, while ensuring total expenditure levels remain 
within total availab le revenues. There is a new level of transparency and control over government 
spending, including the elimination of multi -year appropriations that permitted overspending; 
controls over the reapportionment of funding between concepts of spend to eliminate the 
defunding of accrued liabilities; and regular reporting on revenues and expenses. Moreover, the 
fiscal year 2020, 2021, and 2022 budgets were built at a granular ñconcept codeò level (e.g., 
differentiating between spend on professional IT services versus advisory services). 
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These actions have helped enable the Commonwealth to exit bankruptcy with sustainable and 
affordable debt, while increasing investment in government services. 
 
Exhibit 1: INVESTMENTS IN 2023 FISCAL PLAN (FY2023-FY2031) 

 
 
Continuing investments in sustained priorities from prior fiscal plans : 
 
The 2023 Fiscal Plan also continues or makes incremental investments to support frontline 
services and to enhance agency operations. These include funding to bolster (i) healthcare 
infrastructure and services (e.g., capital improvements at public hospitals, public hospital IT, 
telehealth infrastructure, opioid treatments, education loan forgiveness for rural healthcare 
professionals, and funds to maintain nurse and health professional staffing levels), (ii) investments 
in public safety (e.g., police salary raises, police equipment and capital, funds to hire Forensics 
Institute personnel, and funds for a Department of Corrections and Rehabilitation facility 
consolidation), (iii) investments to improve educational outcomes (e.g., funds for school 
psychologists and nurses, better transportation for students, teacher time and attendance analysis, 
needs based scholarships, incentives for student attendance reporting, digitization, teacher and 
director salary raises, and innovation), and (iv) funding for critical supporting Government 
operations (e.g., funds to support Enterprise Support Planning (ERP) implementation, hire staff 
to finalize centralized procurement initi atives, accelerate municipal service consolidation, create 
transparency into economic incentives, hire special prosecutors and agents for the Specialized 
Domestic Violence, Sexual Crimes and Child Abuse units, and enable the fourth phase of the 
"Abriendo Caminos" infrastructure improvement program and for regular maintenance programs 
for the road infrastructure, etc.). These investments also include funds for the local portion of an 
Earned Income Tax Credit to encourage more formal labor market participatio n on the Island and 
needs-based scholarships for University of Puerto Rico to ensure every student on the Island can 
access higher education. 
 
In addition, prior fiscal plans included important investments to create the conditions for growth. 
To ensure Puerto Rico can compete in a global economy, prior fiscal plans set aside critical funds 
for technology infrastructure and workforce development programs. These include $400 million 
to boost universal broadband access through incentives to expanded broadband roll out and the 
provision of faster service, and $50 million to establish a 21st Century Technical and Business 
Education Fund, designed to develop technical and business skills that are aligned with the needs 
of the 21st century economy. The 2023 Fiscal Plan details the intended use and timeline of these 
funds. 
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Increased resources available to the Commonwealth  
 
Since the 2021 Fiscal Plan was certified in April, the Commonwealth has seen a surge in available 
resources, largely attributable to two major developments: 
 
ƴ Increased federal funding for health care as a result of recent CMS guidance increasing the 

federal funding cap by $2+ billion per year along with a projected increase in prescription 
drug rebate revenues that the Commonwealth will receive as a result of joining the federal 
Medicaid Drug Rebate Program (MDRP) 

ƴ Improved local revenue collections as a result of higher-than-expected overall U.S. growth, 
increased local consumption and economic activity enabled by enhanced income support 
programs (e.g., ~$460 million increase in annual federal funding for the Nutrition 
Assistance Program), and sustained increase in revenues resulting from a change to the tax 
treatment of partnership entities  
 

Changes to expenditures post-bankruptcy  
 
Relative to the 2021 Fiscal Plan, the 2023 Fiscal Plan arrives at a new set of expenditure projections 
that factor in the now -established debt service and other costs related to the Plan of Adjustment, 
as well as additional investments enabled by the increased resources available to the 
Commonwealth. The primary changes to the expenditures forecast fall into four major categories: 
 
ƴ Debt service costs as included in the Plan of Adjustment 
ƴ Costs related to Act 53-2021, which include additional funding for UPR for five years, 

removing reductions to re tiree pensions, and additional funding for municipalities  
ƴ Costs related to the employees transferred from PREPA to the Commonwealth 
ƴ Incremental investments enabled by the increased resources available to the 

Commonwealth, including salary increases 
 

A New Chapter for Puerto Rico  
 
Prior Fiscal Plans have detailed the financial mismanagement of prior administrations and have 
focused on the past.  The 2023 Fiscal Plan looks to a brighter future for Puerto Rico and its citizens.  
Building on the successes achieved since the passing of PROMESA, the 2023 Fiscal Plan looks to 
building a prosperous and resilient economy ï one that provides an opportunity for all Puerto 
Ricanôs to thrive. With the Commonwealth emergence from bankruptcy, including sustainable and 
stable debt service, behind us the Government submits the 2023 Fiscal Plan to the oversight board 
for serious consideration for certification. Through years of hard work, and with the collaboration 
of hundreds of stakeholders, the conditions are now in place for the Government of Puerto Rico to 
invest in a better future for all its residents. Confirmation of the Plan of Adjustment and the 
unprecedented level of federal support provides a once in a generation opportunity to transform 
this newfound predictability into stability, and econ omic prosperity. This Fiscal Plan enables the 
necessary conditions for growth, including building resilient infrastructure, investing in economic 
development, improving government operational capacity, and promoting fiscal responsibility and 
financial management. Prudent use of both federal and local funds will allow Puerto Rico to 
rebound from the effect of the pandemic on residents, businesses, and the social sector. These 
investments can also unlock creativity, entrepreneurship, and private sector investment ï 
especially when coupled with the much-needed civil service and ease of doing business reforms.  
The Government looks forward to working with the Oversight Board in the Fiscal Plan certification 
process and welcomes any productive recommendations to be included in the 2023 Fiscal Plan. 
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PART: 1 - Economics & Revenues  
 

Chapter 1.  Economic Trends  in Puerto Rico  
1.1 Macroeconomic Overview  
 
The 2023 Fiscal Plan includes an updated macroeconomic forecast that incorporates the effect of 
fiscal and structural measures, shocks of natural disasters and COVID-19, and federal funding in 
response to natural disasters and the pandemic on the baseline economic trajectory. The baseline 
economic outlook model, which forecasts real gross national product (GNP) growth, primarily 
relies on a comprehensive dataset of the Puerto Rican economy from 1965 to 2021. It includes 
dozens of variables that collectively describe the Puerto Rican economy (e.g., economic growth, 
population, capital stock, etc.).  Major drivers of this forecast include project ed US GDP growth, 
certain federal transfers, trend capital stock growth, and key commodity prices.  
 
The macroeconomic forecast is then impacted by four major factors: (a) impacts from the shocks 
of hurricanes, earthquakes, and COVID-19 on economic activity, employment and the capital 
stock, (b) the stimulative impact of federal and local relief assistance for hurricanes, earthquakes, 
and COVID-19, (c) the stimulative impact of incremental federal funds from the Infrastructure 
Investment and Jobs Act and (d) proposed government efficiency measures, investments, and 
structural reforms.  While the 2023 Fiscal Plan maintains these key inputs from the prior Fiscal 
Plan model, the Fiscal Plan forecast in the short-term also incorporates recent changes in the 
macroeconomic environment, including higher US inflation, declining economic growth, and 
spikes in energy and food prices. 
 
Exhibit 2: ECONOMIC GROWTH RATE AFTER MEASURES, STRUCTURAL REFORMS, AND 
DISASTER RELIEF FUNDING 

 
 
To project the trend in US GDP growth, the FY2023 Fiscal Plan uses the Conference Boardôs 
December 14, 2022 US economy forecast through 2024, converted to a Puerto Rico Fiscal Year 
basis. The Conference Board forecast temporarily replaces the Congressional Budget Office 
forecast, which has not been updated since May 2022 and does not include the most recent eight 
months of macroeconomic developments.  After 2024, the October 2022 International Monetary 
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Fund World Economic Outlook (IMF WEO) forecast is used for long-term projections. If an 
updated Congressional Budget Office forecast becomes available prior to certification, these 
forecasts will be updated. The IMF WEO also provides the forecast for US inflation and world food 
and oil prices. 
 
Over the last year, there has been a sharp rise in both U.S. and Puerto Rico inflation rates, driven 
by a combination of global and idiosyncratic (U.S.) supply shocks. Prices continue to rise in Puerto 
Rico and in the US mainland. Puerto Ricoôs year-over-year (YoY) inflation rate was 6.6% in October 
2022, much higher than the 2% target rate used by the Fed. In October, US inflation dropped from 
8.2% to 7.7%, the lowest rate since January 2022, but remained at a level that is very high 
compared to the trend rate since the early 1980s. The YoY increase of Puerto Ricoôs price level, 
measured using the Consumer Price Index (CPI), have been driven by large increases in the prices 
of food and beverages, other goods and services, and transportation (which includes motor 
fuels).[1]   
 
Puerto Rico inflation projections are summarized below and have been updated to reflect higher 
U.S. inflation estimates, which take into account the recent rise in mainland inflation. Exhibit 3 
also includes US inflation, world food prices and world oil prices.  
 
Exhibit 3: ANNUAL PUERTO RICO PRICE CHANGES 
 

 
 
 

1.2 Federal and local relief spending for Hurricanes Irma, Maria, and Fiona, 
earthquakes, and COVID-19 pandemic 

 

1.1.2.1 Disaster relief spending from 201 7 hurricanes  
 
Disaster spending tends to have a short-term stimulative effect on an economy post-crisis. In 
Puerto Rico, the level of committed public and private disaster relief spending is significant when 
compared to the overall size of the economy. Public and private disaster relief spending has and 
will continue to impact the economy in two ways:  
 

https://gbc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en%2DUS&rs=en%2DUS&wopisrc=https%3A%2F%2Fpromesapr.sharepoint.com%2Fsites%2Fcw%2F_vti_bin%2Fwopi.ashx%2Ffiles%2F75b7eb8b103b45c59405d20fbadbb72c&wdlor=c2FC31DA9%2D2AE7%2D4503%2D992E%2DC9E6A13566E2&wdenableroaming=1&mscc=0&hid=C8E283A0-90E3-D000-A77D-80435B83DAAF&wdorigin=Outlook-Body&wdhostclicktime=1671480410890&jsapi=1&jsapiver=v1&newsession=1&corrid=69d0249e-8173-46bd-ac7c-d23f1f6ebb6e&usid=69d0249e-8173-46bd-ac7c-d23f1f6ebb6e&sftc=1&cac=1&mtf=1&sfp=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush&rct=Normal&ctp=LeastProtected#_ftn1
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ƴ Stimulative impact from post -hurricane disaster relief spending coming from aid packages 
equivalent to more than 100% of the Island's GNP. This stimulus can come in multiple 
forms, such as construction companies hiring local, unemployed workers or workers from 
the mainland U.S. paying local withholding taxes and spending money for food and lodging.  

ƴ Expected reconstruction of the capital stock on the Island.  The 2023 Fiscal Plan 
factors in significant damage to capital stock resulting from the hurricanes that is repaired, 
in large part, by this extraordinary infusion of federal and private monies, contributing to 
growth in the long -term.  
 

The 2023 Fiscal Plan projects that ~$84 billion of disaster relief funding in total, from federal and 
private sources, will be disbursed in the reconstruction effort over a period of 18 years (FY2018 to 
FY2035). It will be used for a mix of funding for individuals (e.g., reconstruction of houses, 
personal expenditures related to the hurricane such as clothing and supplies), funding for the 
public (e.g., reconstruction of major infrastructure, roads, and schools) , and to cover part of the 
Commonwealthôs share of the cost of disaster relief funding (recipients often must match some 
portion of federal public assistance spend). 
 
Of the total, ~$4 8 billion is estimated to come from the Federal Emergency Management Agency 
(FEMA) Disaster Relief Fund (DRF) for Public Assistance, Hazard Mitigation, Mission 
Assignments, and Individual Assistance. An estimated $7 billion will come from private and 
business insurance payouts, and $8 billion is related to other sources of federal funding.  
 
The 2023 Fiscal Plan includes ~$20 billion from the federal Housing and Urban Development 
(HUD) Community Development Block Grant - Disaster Recovery (CDBG-DR) program, of which 
~$2.7 billion is estimated to be allocated to offset the Commonwealth and its associated entitiesô 
expected FEMA-related cost-share requirements.1 This portion of CDBG-DR funding will go 
towards covering part of the ~10% cost-share burden on expenditures attributable to the 
Commonwealth, PREPA, PRASA, and HTA from FY2019 to FY2032. The 2023 Fiscal Plan allocates 
$4.2 billion for Puerto Ricoôs cost-match responsibility. After the CDBG-DR funds, out-of-pocket 
cost-share is reduced to $1.5 billion for Puerto Rico, of which $1 billion is attributable to the 
Commonwealth. 
 

 

 

 

 

 

 

 

 

 
1 Estimate based on early assessment of CDBG-DR and CDBG-MIT Action Plans for Puerto Rico (with public data as of March 15, 

2021), as well as patterns of cost share coverage from CDBG-DR in previous storms 
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Exhibit 4: PROJECTED PRIVATE AND PUBLIC SECTOR DISASTER RELIEF FUNDING 
ROLLOUT 

 
 
The major sources of disaster relief funding are detailed below: 

FEMA Disaster Relief Fund:  FEMA provides Individual Assistance to individuals and 
families who have sustained uncovered losses due to disasters. FEMA also provides Public 
Assistance to state and local governments and certain types of private not-for -profits for debris 
removal, emergency protective measures, and permanent repair to damaged or destroyed 
infrastructure. Through both its Public Assi stance Program and Hazard Mitigation Grant 
Program, FEMA funds projects to reduce or eliminate long-term risks to people or property 
from future disasters. 2  

The U.S. Department of Housing and Urban Development (HUD) CDBG -DR 
CDBG -MIT and CDBG -ENE: HUD pro vides CDBG-DR funding that can be used for 
assistance to individuals, businesses, state agencies, non-profit organizations, and economic 
development agencies. Funds are to be used in the most impacted and distressed areas for 
disaster relief, long-term recovery, restoration of infrastructure, housing assistance, and 
economic revitalization. The 2023 Fiscal Plan uses Action Plans approved by HUD to estimate 
the allocation of these funds, with ~$10 billion for disaster relief related activities, ~$8 billion 
to be used towards mitigating risks and potential losses in the event of a future disaster and 
~$2 billion expected to be used to repair the Islandôs electric infrastructure. The total ~$18 
billion in disaster relief and mitigation funds include ~$2.7 billi on to cover cost-share for the 

Commonwealth and its instrumentalities. 3 

 
2 The 2022 Fiscal Plan does not attribute economic impact to FEMAôs Administrative funding, which is used for FEMAôs personnel 

(primarily outside of Puerto Rico), travel, and other internal costs 
3 As per the Puerto Rico Disaster Recovery Action Plan, April 2020, ñthe cost share matching requirements of many of these 

[FEMA] programs create a financial burden on subrecipients that will dramatically hinder the recovery process without 
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Private insurance funding:  Large personal property and casualty losses have been incurred 
in the aftermath of Hurricanes Irma, Maria, and Fiona. An analysis of data from the Office of 
the Insurance Commissioner of Puerto Rico, adjusted for self-insured and other types of 
coverage, was used to determine the amount that has been paid out to individuals and 
businesses for major damages.  

Other supplemental federal funding:  Additional federal funding has been appropriated 
to various agencies and projects in Puerto Rico following the hurricane. This money is directed 
at a wide range of recovery efforts, from reconstruction of damaged buildings (for example, 
funding to repair damage to Job Corps centers in Puerto Rico) to funding for health programs 
and environmental management (e.g., U.S. Department of Agriculture (USDA) funding to 
repair water systems in rural areas) to additional funds for the Nutritional Assistance Program 
(NAP).  

 

1.3 Federal funds from the Infrastructure Investment and Jobs Act  
 
On November 15, 2021, President Biden signed the Infrastructure Investment and Jobs Act (IIJA) 
into law. The IIJA bill allocates around $2.3 billion federal funds to Puerto Rico with the purpose 
of improving the Islandôs infrastructure stock over FY2022-2026. These funds will support 
repairing  and rebuilding roads and bridges; improving public transportation options; building a 
network of electric vehicle chargers; increasing broadband coverage; preparing infrastructure for 
climate change, cyber-attacks, and extreme weather events; improving water infrastructure; 
developing airport infrastructure; among other purposes. 4 Incremental funding from the IIJA 
(accounting for prior Federal infrastructure support) is estimated to be around $1.6 billion. The 
2023 Fiscal Plan accounts for the impact of these incremental funds, which have a positive 
temporary impact on economy and growth due to the temporary nature of the funds.  
 

1.4 Impact of Structural Reforms  
 
The estimated impact of structural reforms is based on work done by the International Monetary 
Fund on labor reforms implemented in Europe (e.g., Spain and Estonia) and South America (e.g., 
Peru and Colombia), among other jurisdictions; utilities reform in Latin America; broadly -
accepted metrics for measuring improvement in the World Bankôs Doing Business Rankings (as 
well as examples of growth experienced by countries that have implemented such reforms); and 
education reforms in Europe and elsewhere. Structural reform benchmarks, to the extent possible, 
come from nations or jurisdictions that face sim ilar constraints to Puerto Rico (e.g., limited 
monetary policy options, high informal labor markets).  
 
Energy and ease of doing business reforms are projected to increase GNP by 0.60% by FY2026, 
and human capital and welfare reform is expected to add another 0.15% in FY2025 (Exhibit 5). 
Finally, K -12 education reforms add an additional 0.01% annual impact beginning in FY2037, 
resulting in total GNP inc rease from structural reforms of 0.75% by FY2026 and 0.90% by FY2051.  
 
 
 
 

 
supplemental funding. To substantially reduce this burden, PRDOH intends to leverage CDBG-DR to meet these matching fund 
requirementséò 

4 White House, ñWhite House Releases Updated State Fact Sheets Highlighting the Impact of the Infrastructure Investment and 
Jobs Act Nationwideò, State Fact Sheet for Puerto Rico, 2021 
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Exhibit 5: MACROECONOMIC IMPACT OF STRUCTURAL REFORMS 

 
1.5 Population Projections  

Puerto Ricoôs population has been trending downwards for the past decade and is forecasted to 

continue for many years to come. In 2022, the U.S. Census Bureau's official forecast, projected a 

declining population ( -1%) due in part to Puerto Ricoôs rapidly aging population. This high average 
age range results from extremely low age-adjusted birth rates and outmigration of younger people. 

In 2016, Puerto Rico began to experience negative natural population change (a higher number of 
deaths than births). This negative natural change has continued unabated into 2022.  

Hurricanes Irma and Maria served to compound the problem, spurring an additional outflow of 

people just as natural population decline has set in, as many residents lost houses, jobs, and loved 

ones. In 2018, just after the hurricanes, Puerto Rico suffered the highest decline in population at a 
4.4% net decrease. While some of these people have returned, the population is still projected to 

decline over the course of the 2023 Fiscal Plan period and beyond. Further disasters, such as the 
series of earthquakes experienced in 2020, have not made a swift return to balanced migration any 

more likely. But while net migration is a larger driver of population change in the short term, this 
factor is volatile;  in the long run, net migration is projected to return to more balanced trends. 

Meanwhile, natural population change is not guaranteed to rebalance at any point, and births are 
likely to continue declining, while deaths are projected to slowly rise in the mid -term.  

In April 2022, the Census Bureau revised the published 2020 Census data, which showed a 

population of ~3.3 million in Puerto Rico at the end of 2020. The 2023 Fiscal Plan includes 

updated population forecasts that reflect the 2020 Census data as well as updated data on 
migration trends and births and deaths for Puerto Rico.   
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While the updated population forecast in the 2023 Fiscal Plan shows higher population projection 
relative to the 2022 Fiscal Plan, the population remains declining. As outli ned in Exhibit 6 below, 
the 2023 Fiscal Plan projects that by FY2027, there will be approximately 2.6% fewer people living 
on the Island than in FY202 2.  

Exhibit 6: PROJECTED POPULATION CHANGE 

 
 

Chapter 2.  Context for PROMESA and the creation of the 
Oversight Board  

 

2.1 Enactment of PROMESA  
 
On June 30, 2016, President Obama signed into law the Puerto Rico Oversight, Management, and 
Economic Stability Act (PROMESA), 48 U.S.C. § 2101 et seq., to work toward a remedy to the 
ongoing fiscal and humanitarian crisis in Puerto Rico. PROMESAôs goal is to meet Puerto Ricoôs 
need to provide its residents effective services, to formulate a debt restructuring, and to implement 
fiscal and structural reforms to lead to a sustainable economy, fiscal responsibility, and market 
access. 
 
PROMESA establishes two primary mechanisms for restoring fiscal responsibility. First, Titles I, 
II, IV, and V of PROMESA create the Financial Oversight and Management Board (Oversight 
Board) for Puerto Rico. The Oversight Board is an independent entity within the territorial 
Government, rather than a department, agency, establishment, or instrumentality of the Federal 
Government. It is statutorily charged with restoring fiscal responsibility and market access to the 
Commonwealth. Titles I, II, IV and V provide its powers and duties, and govern its review and 
certification of multi -year fiscal plans, annual budgets, major contracts and strategic infrastructure 
projects. Second, Titles III and VI of PROMESA provide for debt restructurings, similar to 
bankruptcy cases and out-of-court restructurings, respectively, for Puerto Rico and its 
instrumentalities. By incorporating m any provisions of Title 11 of the United States Code (the 
ñBankruptcy Codeò), Title III of PROMESA provides for restructurings similar to restructurings 
under chapters 9 and 11 of the Bankruptcy Code. Title III also protects the debtors from creditor 
debt-enforcement actions through an automatic stay on debt enforcement actions and other 
remedies that was triggered once PROMESA was signed into law. The Oversight Board is the sole 
representative of any debtor entity in a Title III case, with the exclusive authority to propose a Plan 
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of Adjustment. PROMESA Title VI establishes a largely consensual, out of court process for 
modifying bond debt (or other financial debt) through a collective action mechanism that binds 
dissenting creditors to an agreement reached with a super-majority of creditors.   
 

2.2  Fiscal Plans and budgets  
 
PROMESA Title II sets forth the requirements for proposing and certifying fiscal plans and budgets 
for the Commonwealth and its instrumentalities. Under Title II, the Oversight Board can req uire 
covered territorial instrumentalities/entities to prepare and submit annual fiscal plans, which the 
Oversight Board then reviews and either rejects or certifies. The Oversight Boardôs mandate is to 
certify fiscal plans and budgets that achieve PROMESAôs goals of fiscal responsibility and access 
to the capital markets. The Oversight Board then tracks Government implementation of the fiscal 
plans to ensure compliance. 
 
Among other things, the certified fiscal plans and budgets estimate revenues and expenditures 
conforming with agreed accounting standards; provide funding for essential public services and 
adequate funding for public pension systems; eliminate structural deficits; improve fiscal 
governance, accountability, and internal controls; and provide  for capital expenditures and 
investments necessary to promote economic growth.  
In furtherance of the Oversight Boardôs duties, PROMESA contains a provision that grants the 
Oversight Board powers to monitor compliance with certified fiscal plans and budge ts and 
undertake certain actions, including the submission of recommended actions to the Governor that 
promote budgetary compliance. 
 

2.3  Conditions for termination of the Oversight Board  
 
PROMESA designed the Oversight Board to have a finite life, defined objectives, and defined tools 
and authority to achieve PROMESAôs objectives. PROMESA is specific in terms of how and when 
the Oversight Board can be terminated. Two provisions in Section 209 of PROMESA define when 
the Oversight Board can be dissolved. PROMESA incorporates these provisions to ensure the board 
terminates once Puerto Ricoôs financial outlook stabilizes and better financial management 
processes have been adopted throughout the territorial government. 
 
Section 209 of PROMESA (Termination of the Oversight Board) states the following:  

 
 
This fiscal plan introduces the ñFinancial Management Agenda,ò an action plan designed to 
implement and institutionalize reforms necessary for the Oversight Boardôs termination and 
Puerto Ricoôs fiscal sustainability and economic renewal.  
 

An Oversight Board shall terminate upon certification by the Oversight Board that:  
1) the applicable territorial government has adequate access to short -term and long -term 

credit markets at reasonable inte rest rates to meet the borrowing needs of the 

territorial government; and  

2) for at least 4 consecutive fiscal years-- 

A. the territorial government has developed its Budgets in accordance with modified 

accrual accounting standards; and  

B. the expenditures made by the territorial government during each fiscal year did 

not exceed the revenues of the territorial government during that year, as 

determined in accordance with modified accrual accounting standards.  
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The Financial Management Agenda includes 12 initiatives. Two initiativ es, Office of the Chief 
Financial Officer and CSR, lay the foundation for sound, sustained financial management. Four 
initiatives are central for Oversight Board termination: Timely Audited Financial Statements, Debt 
Management Policy, Budgeting Best Practices, and Federal Funds Management. The remaining six 
initiatives support other aspects of financial management improvement. Among them are 
procurement reform and cash and bank account management. 
 

1.2.3.1  Progress on requirement #1: Adequate access to credit mark ets at 
reasonable interest rates  

 
Sustainable debt restructuring  
 
The Oversight Board has followed and is following a ñonce and doneò approach to the 
restructurings to ensure Puerto Rico will not be insolvent again. Together with the Government of 
Puerto Rico, the Oversight Board has made substantial progress in adjusting Puerto Ricoôs debt, in 
what has been the largest debt restructuring in the history of the municipal bond market. The 
confirmed Plan of Adjustment reduces the outstanding Commonwealths debt and other claims by 
almost 80%, from $33 billion of existing claims to $7.4 billion in new debt. In addition, the 
Commonwealthôs total debt service payments (including COFINA senior bonds) have been reduced 
by more than 60% to date, from $90 billi on to $34 billion, saving Puerto Rico almost $60 billion 
in debt service payments. 
 
On November 29, 2018, the Government Development Bank (GDB) completed a restructuring of 
certain of its indebtedness pursuant to a Qualifying Modification under Title VI of  PROMESA (the 
GDB Qualifying Modification). Under the GDB Qualifying Modification, holders of certain bond 
and deposit claims against GDB exchanged their claims for bonds issued by a newly created public 
instrumentality ðthe GDB Debt Recovery Authority (the GDB DRA)ðand GDB transferred to such 
entity its municipal loan portfolio, a portion of its public entity loan portfolio, its real estate owned 
assets and its unencumbered cash.  The GDB Qualifying Modification reduced GDBôs 
approximately $5 billion of deb t to roughly $3 billion, reducing the face value of claims by 45%. 
The debt payments are secured by GDB cash flow from certain legacy assets without recourse to 
the Commonwealth. This restructuring benefited Commonwealth municipalities by providing 
them a recovery from GDB and offsetting the loans they owed to the GDB by the full amount of 
their deposits at GDB. 
 
In February 2019, the U.S. District Court approved the Plan of Adjustment for the Puerto Rico 
Sales Tax Financing Corporation (COFINA), the first debt restructuring completed under 
PROMESAôs Title III. It reduced COFINA debt by $6 billion, from $18 billion to $12 billion. 
Furthermore, it reduced debt service payments by 32%, saving the people of Puerto Rico 
approximately $17.5 billion that will now be available to support the financial needs of the 
Commonwealth. 
 
In August 2019, the Puerto Rico Aqueduct and Sewer Authority (PRASA) and the Government of 
Puerto Rico reached an agreement with the U.S. Environmental Protection Agency (EPA) and U.S. 
Department of Agriculture (USDA) to consensually modify about $1 billion in outstanding loans, 
approved under PROMESAôs Section 207. This agreement lowered PRASAôs debt service payments 
on the U.S. Government program loans by about $380 million over the next 10 years and 
eliminated approximately $1 billion in guaranty claims against the Puerto Rico Government. 
Additionally, it provided PRASA with access to $400 million in new federal funding through 
various clean water programs over the next five years to support PRASAôs ongoing effort to 
improve water quality and safety for the people of Puerto Rico. 
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On January 18, 2022, the Title III Court entered its findings of fact and conclusions of law in 
connection with the Plan of Adjustment [ECF No. 19812] (the Commonwealth Findings of Fact) 
and an order confirming the Plan of Adjustment [ECF No. 19813] (the Commonwealth 
Confirmation Order). On March 15, 2022 (the Commonwealth Effective Date), the conditions 
precedent to the Effective Date of the Commonwealth Plan of Adjustment were satisfied and/or 
waived by the Oversight Board, and the plan became effective. Accordingly, the Commonwealth 
Plan of Adjustment has been confirmed and is currently effective as of the date hereof. 

As of the Commonwealth Effective Date, the Commonwealth Plan of Adjustment reduced the 
Commonwealthôs total funded debt obligations from approximately $34.3 billion of prepetition 
debt to approximately $7.4 billion, representing a total debt reduction of 78%. This debt reduction 
will also reduce the Commonwealthôs maximum annual debt service (inclusive of COFINA) from 
approximately $4.2 billion to $1.15 billion, representing a total debt service reduction of 73%. Also 
as of the Commonwealth Effective Date, all of the legacy Commonwealth general obligation bonds, 
ERS bonds, and PBA bonds were discharged, and all of the Commonwealth, ERS, and PBA 
obligations and guarantees related thereto were discharged. In addition, all Commonwealth laws 
that required the transfer of funds from the Commonwealth to othe r entities have been deemed 
preempted, and the Commonwealth has no obligation to transfer additional amounts pursuant to 
those laws. 

A critical component of the Commonwealth Plan of Adjustment is the post -Commonwealth 
Effective Date issuance of new general obligation bonds (the New GO Bonds) and contingent value 
instruments (CVIs) that provide recoveries to GO and PBA bondholders, as well as holders of 
clawback claims against the Commonwealth and certain of its component units and 
instrumentalities.  

The New GO Bonds were issued with an aggregate original principal amount of approximately $7.4 
billion, consisting of approximately (i) $6.6 billion of New GO CIBs, (ii) $442.5 million of New GO 
CABs with a 5.375% interest rate, and (iii) $288.2 million of New G O CABs with a 5.0% interest 
rate. They have 11 different maturity dates and are secured by (a) a statutory first lien, (b) a pledge 
of the amounts on deposit in the Debt Service Fund, and (c) a pledge of the Commonwealthôs full 
faith, credit, and taxing po wer in accordance with Article VI, Section 2 of the Commonwealth 
Constitution, and applicable Puerto Rico law. The New GO Bonds are be dated as of, and will accrue 
or accrete interest from, July 1, 2021. 

The Commonwealth Plan of Adjustment also contemplates the issuance of CVIs, an instrument 
that gives a holder the right to receive payments in the event that certain triggers are met. The 
Commonwealth Plan of Adjustment establishes revenue-based performance benchmarks and 
permits the holders of CVIs to receive payments on account of the CVIs only if the benchmarks are 
exceeded. The CVIs issued under the Commonwealth Plan of Adjustment will be based on over-
performance collections of the Commonwealthôs 5.5% sales and use tax (SUT), with some CVIs also 
being subject to over-performance collections of rum tax. The CVIs represent a conditional 
promise by the Commonwealth to pay CVI holders only if the SUT or rum tax baselines are 
exceeded in a given fiscal year. The outperformance metric will be measured as of the end of each 
fiscal year (i.e., June 30) beginning in fiscal year 2022 and is based on a SUT and rum tax 
collections baselines for fiscal years 2022 to 2043 as established in the Board-certified fiscal plan 
for the Commonwealth, dated May 27, 2020. As with the New GO Bonds, the Commonwealth 
pledged its full faith, credit and taxing power under the Puerto Rico Constitution and applicable 
Puerto Rico law for payment of the CVIs. The CVIs are deemed issued on July 1, 2021. 
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The CVIs are also divided into two categories: (i) general obligation debt CVIs (GO CVIs), which 
will be allocated to various holders of GO bondholder claims; and (ii) clawback debt CVIs (the 
Clawback CVIs), which will be allocated to claims related to HTA, PRCCDA, PRIFA, and MBA 
bonds. The GO CVIs have a 22-year term. The Clawback CVIs have a 30-year term. The GO CVIs 
are subject to a lifetime cap of $3.5 billion, with maximum annual payments of $200 million plus 
any unused amounts from previous years subject to cumulative annual payments not exceeding 
$400 million. Similarly, the Clawback CVIs are subject to a $5.2 billion aggregate lifetime cap, 
allocated across the different types of bond claims, with maximum annual payments of (i) $175 
million plus any unused amounts from previous years, not to exceed cumulative annual payments 
of $350 million, for fiscal years 1-22 of the 30-year term; and (ii) $375 million plus any unused 
amounts from previous years, not to exceed cumulative annual payments of $750 million, for fiscal 
years 23-30 of the 30-year term. The CVIs also apply an annual payment waterfall in which the 
first $100 million will be paid to GO CVIs and the next $11,111,111 will be paid to Clawback CVIs. 

The Commonwealth Plan of Adjustment classifies claims into 69 classes, which will receive the 
following aggregate recoveries as follows: 

¶ Various categories of Commonwealth Bond Claims (Classes 15-50): 73% recovery 
consisting of cash, New GO Bonds, and GO CVIs. 

¶ Various categories of PBA Bond Claims (Classes 1-12, 14): 79% recovery in cash in addition 
to the New GO Bonds and GO CVIs that PBA bondholders will receive on account of their 
CW Guarantee Claims. 

¶ Various categories of clawback creditor claims (Classes 59-63): 23% recovery consisting of 
the Clawback CVIs. 

¶ ERS Bond Claims (Class 65): 16% recovery consisting of cash and interests in the ERS 
Private Equity Portfolio.  

¶ Various categories of General Unsecured Claims (Classes 13, 58, and 66): 21% recovery in 
cash. 

¶ Other miscellaneous claims (Classes 52-57, 64, 67-69): 26% recovery in cash. 
 

For general unsecured claims, the Commonwealth Plan of Adjustment provides for separate levels 
of creditor cash recoveries at each debtor, as applicable. All general unsecured claims against the 
Commonwealth, ERS, and PBA are discharged, except certain Eminent Domain/Inverse 
Condemnation Claims (as defined in the Commonwealth Plan of Adjustment) that are not 
discharged until they receive payment in full, subject to an appeal of the Title III Courtôs ruling on 
such claims. The First Circuit has affirmed the takings appeal, but if the issue is appealed to the 
United States Supreme Court and reversed, then the Eminent Domain/Inverse Condemnation 
Claims could be dischargeable and impaired. All other general unsecured creditors at the 
Commonwealth will receive a pro rata share of the general unsecured creditor reserve fund (the 
GUC Reserve), plus amounts received by the Avoidance Actions Trust (as defined in and 
established under the Commonwealth Plan of Adjustment) up to 40% of the value of their claim.  
The GUC Reserve was funded with $200 million on the Commonwealth Effective Date and will be 
replenished with an additional aggregate total amount of $375 million funded in incremental 
amounts annually through December 31, 2025. Depending on the outcome of the appeal regarding 
Eminent Domain/Inverse Condemnation Claims, the GUC Reserve amount could be reduced by 
up to $30 million. ERSôs general unsecured creditors will receive pro rata cash distributions from 
a fund established for ERS general unsecured creditors, which consists of $500,000 plus any net 
recoveries by the Avoidance Actions Trust allocable to ERS. PBAôs general unsecured creditors will 
be entitled to a cash payment equal to 10% of their claim upon allowance. 
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Importantly, the Commonwealth Plan of Adjustment preserves all accrued pension benefits for 
active and retired public employees under Class 51. However, participants of the Retirement 
System for the Judiciary of the Commonwealth of Puerto Rico (JRS) and Teachers Retirement 
System of Puerto Rico (TRS) will be subject to a benefits freeze and the elimination of any cost-of-
living adjustments (or COLAs) previously authorized under the JRS and TRS pension plans. 

In addition, on January 20, 2022, the District en tered an order approving the qualifying 
modification (the PRIFA Qualifying Modification) for the Special Tax Revenue Bonds, Section 
2005A, Special Tax Revenue Bonds, Series 2005B, Special Tax Revenue Refunding Bonds, Series 
2005C, and Special Tax Revenue Bonds (collectively, the PRIFA Rum Bonds). On March 15, 2022, 
the Plan of Adjustment became effective together with the PRIFA Qualifying Modification. On the 
effective date of the PRIFA Qualifying Modification, all claims related to PRIFAôs Rum Bonds, 
inclu ding extensive litigation related thereto, were resolved in exchange for the following 
distributions made under the Commonwealth Plan of Adjustment and the PRIFA Qualifying 
Modification: (o_ $193.5 million in cash from the Commonwealth and CVIs triggered b y both (i) 
outperformance of general fund rum tax collections relative to the projections contained in the 
Oversight Boardôs Fiscal Plan for the Commonwealth, and (ii) a 27% allocation of outperformance 
of the SUT relative to the Oversight Boardôs projections contained in its May 27, 2020, certified 
fiscal plan for the Commonwealth. The total distributions to PRIFA creditors on account of the 
PRIFA-related CVIs are subject to a lifetime aggregate cap of approximately $1.3 billion.  

Finally, on January 20, 2022, the District Court also entered an order approving the qualifying 
modification (the PRCCDA Qualifying Modification) for the Series 2006 PRCCDA Bonds (the 
PRCCDA Bonds). On March 15, 2022, the PRCCDA Qualifying Modification went effective which 
resolved all claims related to the PRCCDA Bonds, including extensive litigation related thereto, in 
exchange for (i) a 4% allocation of the Clawback CVIs issued pursuant to the Plan of Adjustment 
(premised on outperformance of the SUT relative to the Oversight Boardôs projections contained 
in its May 27, 2020 certified fiscal plan for the Commonwealth), and (ii) holdersô pro rata share of 
$97 million of cash in deposit accounts held by the Tourism Company at FirstBank. PRCCDA-
related portion of the CVIs is subject to a lifetime aggregate cap of approximately $217 million.  

Puerto Rico economy growth is the key to the sustainability of any debt restructuring. The 
Oversight Board has stressed for the past five years that returning to economic growth requires 
structur al reforms to enhance the reliability of power; improve educational outcomes, labor market 
participation and labor productivity; enhance the ease of doing business on the Island; and 
generate more effective returns on capital investments and infrastructure . All of this aims to 
strengthen Puerto Ricoôs competitiveness in the global marketplace, attract new private capital, 
create jobs, and ultimately improve life for residents of the Island.  
 

Timely financial reporting  

 

The requirement related to timely financial reporting includes expectations that the Government 
publish audited financials in a timely manner and maintain audited financial statements issuance 
on a best practice basis (e.g., issue audited financial statements within a period of six to nine 
months after the fiscal year ends).  
 
As seen below (Exhibit 7), since the August 2020, the Government of Puerto Rico has produced 
Basic Financial Statements for Fiscal Years 2017 thru 2020; the latest (FY 2020) being produced 
and issued in a record timeframe of approximately  5 months.   
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Exhibit 7: HISTORICAL BASIC FINANCIAL STATEMENTS PUBLICATION TIMELINES  

 
 

The Government has shown substantial progress in this regard and has adequately prioritized 
Basic Financial Statements issuance in recent years. However, there still opportunity to improve 
and achieve the ideal timeframe for audited financial statements  issuance of six to nine months 
after the fiscal year ends. Best practice calls for annual comprehensive financial reports (ACFRs) 
to be made public approximately 180 days or 6 months after the close of the fiscal year.  
 
To such ends, the Government has, among other things, provided detailed timelines and 
implementation plans, as well as deferring to Hacienda to lead and play more active role to ensure 
projected dates are met. The Basic Financial Statements for Fiscal Year 2021 and Fiscal Year 2022 
are projected to be issued during the third quarter of fiscal year 2023 and first quarter of fiscal year 
2024, respectively. 
 

1.2.3.2  Progress on requirement #2: Four years of budgets  developed with 
modified accrual accounting principles  and expenditures which have not 
exceeded revenues  

 
Four years of developing budgets in line with modified accrual accounting standards  
 
The territorial Government, which includes all covered instrumentalities, is expected to develop 
and implement budgets in accordance with modified accrual accounting standards for four 
consecutive years, according to accounting practices recommended by the GASB for municipal 
financial statements, including by publishing audited financial statements . There are numerous 
benefits of transitioning from cash accounting to modified accrual accounting. A modified accrual 
accounting method is more conservative since it requires recognition of revenues when measurable 
and promised payments when liabilities are incurred. Consequently, the books and records will 
present a more realistic picture of spending, help Puerto Rico avoid overspending, and present an 
accurate financial picture to Government managers, taxpayers and other stakeholders. 
Furthermore, it would eliminate many one -time maneuvers and lead to genuinely balanced 
budgets once all the debt restructurings are consummated. The transition to modified accrual 
budgeting was one element that led to New York Cityôs financial recovery in the 1970ôs, helping to 
establish stricter budgetary discipline on the city.  
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Four years of balanced budgets according to accrual -based accounting method 
 
Before PROMESA, Puerto Rico had a history of overstating revenues and understating, misstating, 
or not stating all of its expenditures in a given year. This lack of budgetary control enabled budgets 
which appeared to be balanced consistent with the Puerto Rico Constitutionôs requirements, to 
cause deficits and force borrowing, and resulted in the situation the Government faces today. 
The key principles that will need to be met for the territorial Government to achieve this 
requirement are the formulation of an accrual-based budget, better monitoring of revenue and 
expenses, integration of the payroll systems, maintenance of an accounts payable ledger, and 
registration of purchase orders and budgeting for all other funds, not just the General Fund. In 
accordance with the definition of territorial government in law, these principles will need to be met 
for all covered instrumentalities, unless the Oversight Board exempts a covered instrumentality 
from coverage under the requirement. 
 
To fully implement modified acc rual budgeting, the Government will need to adopt policies and 
train employees to record expenses, confirm that entry adjustments are communicated and 
coordinated across agencies, and shift to having accruals and interagency reconciliations 
automated. Furthermore, revenues and expenditures must be periodically reviewed against the 
forecast to respond to changes and there must be detailed resolution certifications and expense 
system registration. In addition, payroll must be adequately tracked, controlled, a nd integrated. 
Accounts payable must be automated and follow clear procedures. Purchase orders and other 
encumbrances must be booked for the entire year, at the beginning of the year, and as many special 
revenue funds as possible must be eliminated. 
 
The Financial Management Agenda provides direction for the Government adopt best practices 
that will help ensure balanced budgets, such as consensus revenue forecasting and regular budget 
monitoring.  
 
The central Government and the other covered instrumentaliti es have demonstrated meaningful 
progress in many of the key requirements for the termination of the Oversight Board though 
further progress will be needed across several dimensions to meet the key requirements under 
PROMESA. 
 

Chapter 3.  Fiscal Plan financial projecti ons (FY2023 -FY2027)  
 
In the past several years, Puerto Rico has endured a tumultuous economic climate due to natural 
disasters such as Hurricane Fiona and the COVID-19 pandemic. More broadly, the entire US has 
experienced high inflation and many expect the high likelihood of recession.  In addition, the war 
in Ukraine has disrupted global food and energy supplies. All of these factors have had a direct 
impact on economic growth and, ultimately, on Government revenues. The impact to Puerto Rico 
has been a real GNP decline in FY2020 followed by a rebound in FY2021 and FY2022 as the full 
effects of federal economic support takes hold. 
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The Fiscal Plan projects a post debt service and POA obligations surplus between FY2023 and 
FY2027. 
 
Exhibit 8: PROJECTED SURPLUS PRE-DEBT SERVICE AND PENSION TRUST,  

 
 

3.1 Baseline revenue forecast  
 
Major revenue streams include non-export sector General Fund revenues (including individual, 
corporate, and sales and use taxes) and export sector revenues (including a phasing out of Act 154 
excise taxes, effects of the introduction of Act 52 and Non-Resident Withholdings), as well as 
Federal funding. The 2023 Fiscal Plan also includes certain Commonwealth revenues that prior to 
PROMESA the Commonwealth appropriated to certain instrumentalities pursuant to statutes 
enacted by prior legislatures; the inclusion of these revenues in the 2023 Fiscal Plan is based on 
the Oversight Boardôs legal conclusions that (i) such monies are property of the Commonwealth, 
(ii) each pre-PROMESA statute appropriating or transferring such monies to instrumentalities of 
the Commonwealth is preempted by PROMESA, (iii) such statutes were enacted by prior 
legislatures that cannot bind the current legislature, and (iv) und er the Commonwealth Plan of 
Adjustment (PoA) which states that the General Obligation debt is discharged, such monies could 
be transferred to the instrumentalities, though some revenues (e.g., HTA) that used to be allocated 
to General Fund revenues are no longer transferred to the instrumentalities.  
 
There is expected to be significant near-term uncertainty in the level of revenue collections, as the 
macroeconomic environment is constantly changing in regard to the Federal Open Market 
Committee (FOMC)ôs actions to control the high inflation and in regard to a potential upcoming 
recession and as the U.S. federal government considers legislation that may provide additional 
federal funding. Since the April 2021 Fiscal plan, there has been new data reflecting a strong 
economic recovery related to resumption of economic activity post COVID-19 and federal stimulus 
funding. Correspondingly, the total General Fund revenue increased by 13% in FY2021 compared 
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to FY2020. FY2022 revenue exceeded Fiscal Plan expectations by 9%, with the most significant 
over execution occurring in personal income tax, corporate income tax, other general fund 
revenues, and sales and use tax. The year-to-date FY2023 total General Fund revenue also exceeds 
the Fiscal Plan expectation by 8% and remains at a similar level to the same period in FY2022. 
 
Exhibit 9: MAJOR REVENUE STREAMS POST-MEASURES 

 
 
Additional details on the 2023 Fiscal Plan revenue streams are provided below, with details on the 
financial projections included in the Appendix. The following secti ons describe the approach to 
estimating revenues for key revenue streams. 
 

1.3.1.1 Non -export sector General Fund revenue projections  
 
Individual income taxes: Individual income taxes are highly concentrated, with 78.2% of 

revenues coming from the 8.7% of tax returns reporting income above $60,000 in FY2018. 5 Since 
FY2020, the individual income tax collection has increased significantly. Relative to FY2020, the 
individual income tax (net of EITC payments) is 4.7% higher in FY2021 and 24.8% higher in 
FY2022. The high performance for personal income tax continues in FY2023 to date. The year-to-
date receipts for FY2023 show even higher collection than the same period in FY2022 by 12%. The 
2023 Fiscal Plan incorporates the expected incremental individual income tax collections 
associated with disaster relief spending. The 2023 Fiscal Plan projects that disaster relief spending 
will continue to contribute to the income tax base, either through mainland workers temporarily 

 
5 Hacienda historical reports as of April 2018 
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working in Puerto Rico or from Puerto Rican resid ents entering the formal economy as a result of 
disaster relief projects. 
 
Corporate income taxes: There is also concentration in tax receipts among the largest 
corporations operating in Puerto Rico (e.g., ~29% of the FY2018 corporate income taxes are paid 

by 20 corporate taxpayers).6 Historical aggregated data from Hacienda show that in the aftermath 
of the 2017 hurricanes, there was an influx of corporate activity spurred by reconstruction funding 
and mainland -based firms entering the Islandôs economy. This had led to higher corporate income 
taxes relative to GNP in FY2018 and FY2019, and this trend was continuing in FY2020 prior to the 
onset of COVID-19. Corporate income tax declined in FY2021 but recovered and even reached its 
historic high at $2.6 billion in FY2022. Similar to indi vidual income tax, the year-to-date receipts 
for FY23 corporate income tax show even higher collection (by 3%) than the same period in 
FY2022. The 2023 Fiscal Plan incorporates the contribution of disaster relief spending to the 
corporate tax base into future years. Further, the 2023 Fiscal Plan reflects certain adjustments to 
corporate income tax revenues attributable to one-time M&A activity, which resulted in a non -
recurring $488 million of revenues in FY2020 and ~$39 million in reduced corporate income taxes 
starting in FY2021, as projected by Hacienda. 
 
Sales and use taxes (SUT):  As with corporate and personal income taxes, SUT outperformed 
relative to GNP in FY2018 and FY2019, likely boosted by the increased economic activity resulting 
from the post -disaster reconstruction process. Since FY2020, the SUT collection has increased 
persistently along with post -COVID economy recovery and has reached peak in FY2022 at almost 
$2.7 billion. In FY2023, the SUT is affected by Hurricane Fiona during which prepared  food was 
temporarily exempt from SUT. Correspondingly, the year -to-date SUT receipts for FY2023 show a 
decline of 5% compared to the same period in FY2022. The 2023 Fiscal Plan incorporates 
incremental tax collections as disaster relief continues in futur e years. 
 
Partnership income taxes: Act 60-2019 extended an alternative tax election for taxpayers to 
pay income taxes at the Partnership level at preferential tax rates. This change in tax 
administration resulted in a new category of revenue collections of ~$439 million 7 for FY2021. 
These payments largely reflect payments that otherwise would have been made by the partners in 
these entities and therefore would have been reported as personal or corporate income tax. While 
there is still some uncertainty over the true size of the Partnerships tax base, FY2022 collections 
remained at a similar level to FY2021 and year-to-date receipts for FY2023 show a 8% growth 
compared to the same period in FY2022. The Plan treats 75% of the $430 million projected 
partnership revenues as recurring, and 25% as non-recurring revenues related to COVID-19, which 
unwind by FY2024.  
 
Other excise taxes (including Motor Vehicles, Alcoholic Beverages, and Cigarettes): 
Motor vehicle receipts surged in FY2018 and this trend continued into FY2021, as residents 
continued to accelerate motor vehicles purchases in the aftermath of the 2017 hurricanes and 
during the COVID -19 pandemic as federal stimulus payments reached the Island. The FY2023 
year-to-date motor vehicle receipts have declined compared to the same period in FY2022. The 
2023 Fiscal Plan forecasted that elevated purchasing of motor vehicles would continue into 
FY2023 but purchases then return to historical trends over the following years. In addition, from 
FY2019 to FY2021 there had been a persistent increase in ñother excise taxò collections, as these 
taxes were migrated to the new Internal Revenue Unified System (SURI by its Spanish acronym) 
platform. Hacienda had reported that it was challenging within the new plat form to properly 

 
6 Ibid. 
7 Hacienda repot as of August 2021. Does not include deferred taxes from FY2020 collected during FY2021 
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classify a component of these revenues according to their appropriate excise tax classification (e.g., 
motor vehicles, alcoholic beverages). Accordingly, the agency had created a suspense account to 
recognize these collections until the corresponding return was received and reconciled. The 
Oversight Board had requested corrective action be taken to accurately and in a timely manner 
recognize revenues in their appropriate revenue accounts to reduce the accumulation of 
unclassified excise taxes, and better isolate how much of the elevated collections come from re-
classified taxes versus improved compliance. According to Hacienda, the requested corrective 
action has been taken. As a result, the FY2023 year-to-date collections for ñother excise taxò has 
declined by 48% compared to FY2022. The 2023 Fiscal Plan includes an updated forecast of other 
General Fund tax revenues to reflect the expected continued elevated collections relative to prior 
year forecasts.  The 2023 Fiscal Plan has decomposed the ñotherò revenue category and projected 
revenues for each of the decomposed revenues. The 2023 Fiscal Plan then constructed the 
projection for ñother excise taxesò through a bottom-up approach that aggregates the projections 
for the decomposed revenues. 
 
Export sector revenue projections: Act 154 and Non-Resident Withholding (NRW) tax 
revenues are concentrated in a small number of multinational corporations. From FY2017 to 
FY2027, the 2023 Fiscal Plan estimates that Act 154 and NRW revenues will erode due to U.S. 
federal tax reform (reducing Puerto Ricoôs attractiveness as a low tax jurisdiction for 
multinationals), global supply chain diversification, patent expirations and Puerto Ricoôs 
introduction of an Act 154 alternative. During FY2021, the Government submitted comments for 
the U.S. Treasuryôs consideration in response to the IRS notice of proposed rulemaking REG-
101657-20 publication. On December 29, 2021, the U.S. Treasury issued final guidance agreeing to 
delay for one year, until January 1, 2023, the application of new foreign tax credit regulations to 
the excise tax imposed by Act 154. Thus, the Act 154 excise tax paid by multinational corporations 
will continue to be creditable against the U.S. income tax liability through calendar year 2022. 
After this time, parent corporations of Controlled Foreign Corporations (CFCs) paying Act 154 
would lose a significant tax advantage of locating CFCs in Puerto Rico. In response, Act 52 was 
enacted into law and signed by the Governor on June 30, 2022. The law builds a framework to 
voluntarily transition companies from the Act 154 excise tax to a regime that taxes industrial 
development income and royalties. The Act sets the tax rate at 10.5% but increases to 15% if the US 
enacts a 15% or higher minimum tax. While the Inflation Reduction Act imposed a 15% alternative 
minimum tax on adjusted financial statement income of certain corporations, Hacienda ruled in 
Informative Bulletin No. 22 -22 that the US changes do not trigger the Act 52 increase.  
 

1.3.1.2  Medicaid fundi ng  
 

Under Section 1108 of the Social Security Act, Puerto Rico can access federal funds for Medicaid 
but is subject to an annual funding ceiling for the federal Medicaid fund. Although Puerto Rico has 
a 55% statutory federal medical assistance percentage (FMAP) for most populations, the amount 
of annual federal funding for non -CHIP Medicaid expenditures received under Section 1108 is 
capped each year ï meaning the Commonwealth is fully responsible for coveri ng costs above this 
cap. Prior to the CMS guidance and the Consolidated Appropriations Act of 2023 , this cap was set 
at around $400 million annually. While the cap grows each year according to the Medical 
Consumer Price Index for All Urban Consumers (CPI-U), this growth rate does not keep pace with 

the Islandôs projected healthcare expenditure growth.8 

 
8 According to §1108(g) of the Social Security Act., from 2011 to 2016, the cap grows by the medical component of CPI-U as 

reported by BLS each year. From FY2011 to FY2016, this growth averaged 2.9%. From FY2012 to FY2022, the growth averaged 
2.8%. This inflation rate differs from the healthcare inflation index for Medicaid and Medicare used elsewhere in the 2022 Fiscal 
Plan (4.5% to 5.5% from FY2020-FY2022, decreasing to 4.75% in FY2051). Instead, the medical component of CPI-U includes 
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Historically, the actual cap applied to Puerto Ricoôs Medicaid program varied based on a series of 
one-time legislative actions to increase funding to the Islandôs Medicaid program. Under the 
Consolidated Appropriations Act of 2023  Puerto Rico is now guaranteed to receive a higher federal 
funding allotment cap through FY2027.  These amounts are expected to range from approximately 
3.3 billion in federal fisca l year 2023 to 3.8 billion in federal fiscal year 2027.  In federal fiscal year 
2028, the federal allotted amount is expected to be re-set to the 2019 allotment ($2.7 billion) 
increased by each subsequent yearôs urban medical care component of CPI. 

Each year, ~$140 million of federal Section 1108 funds are allocated to the Department of Health 
to cover the eligible federal match on expenditures related to Federally Qualified Health Centers 
(ñCentros 330ò or ñFQHCò) and Medicaid Program operations. That portion of federal funding is, 
therefore, considered unavailable for use on other Medicaid expenditures. 

¶ Increases in available Medicaid funding from federal legislation: Since 2011, 
Puerto Rico has received temporary relief from rising healthcare costs through increased 
levels of federal reimbursement made available through the passage of the Affordable Care 
Act, the Bipartisan Budget Act of 2018, the Further Consolidated Appropriations Act of 
2019, and the Families First Coronavirus Response Act of 2020. These bills provided 
supplementary federal funding to Puerto Ricoôs Medicaid program through September 30, 
2021 (i.e., the first quarter of FY2022) and generally relied on two levers to enhance Puerto 
Ricoôs federal Medicaid reimbursement: increasing the statutory funding cap and 
increasing the FMAP. 

¶ Due to the short-term nature of the supplemental federal funding, Puerto Rico always faced 
the prospect of a Medicaid fiscal ñcliff,ò whereby federal Medicaid funding would fall 
precipitously to roughly $400 millio n per year.  

¶ Beginning October 1, 2021, the available federal funds were expected to fall to ~$406 
million to be reimbursed at the statutory FMAP of 55%. However, in September 2021, CMS 
announced an interpretation of the Medicaid funding cap provision for Puerto Rico under 
Section 1108 that increased the allotted cap for FFY2022 to $2.943 billion. CMS further 
stipulated in this clarification that the cap should continue to grow by the medical care 

component of the CPI-U each federal fiscal year thereafter.9 

¶ On December 20, 2022 the Consolidated Appropriations Act of 2023 was passed, providing 
heightened Medicaid funding solution for the Commonwealth. The 202 3 Fiscal Plan allows 
the Commonwealth to maximize these available federal Medicaid.  The FY2023 Fiscal Plan 
assumes the program will grow at a rate commensurate with projected PMPM inflation 
rates and Island population decline  in the long-term forecast. This program growth rate 
slightly exceeds the growth rate of the federal cap and includes the reinvestment of savings 
from Medicaid reform measures.  

¶ By making the Commonwealthôs target total program expenditure dependent on 
maximizing federal funding available, the new program size estimates become very 
sensitive to potential changes in FMAP. In fact, Puerto Ricoôs FMAP has fluctuated 
dramatically in recent years. The 2022 Consolidated Appropriations Act increased Puerto 
Ricoôs FMAP from the 55% that is set in statute to 76%, but only temporarily through mid-
December 2022. Further, the Consolidated Appropria tions Act of 2023 provides for a 76% 
FMAP through 2027.  In federal fiscal year 2028 and beyond, the Puerto Rico FMAP is 

 
other factors that lower the inflation rate by approximately 3-5 percentage points, meaning the increase in the federal funding cap 
will not keep up with actual increases in expenditures 

9 In November, the Government Accountability Office (an independent agency that works for Congress) issued an opinion which 
strongly disagreed with the CMS interpretation. After receiving the GAO opinion, CMS formally reiterated its intention to stick to 
its interpretation of the law. CMS has effectively implemented its interpretation of the law, with no indication of plans to change 
course. The Commonwealth and ASES continue to operate under the CMS interpretation 
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assumed to drop back down to the 55% that is set in statute for itôs largest Medicaid 
population.  

¶ Enhanced Allotment Plan (EAP) funding:  The Enhanced Allotment Program (EAP) 
provides an additional source of federal funding to support low -income beneficiaries in 
their purchase of prescription drugs under Medicare Part D. This allotment can only be 
used for this purpose and is not countable against the Section 1108 funding cap. Estimates 
for this funding come from the Puerto Rico Health Insurance Administration (ASES, by its 
Spanish acronym).  

¶ Childrenôs Health Insurance Program (CHIP) funding: The Childrenôs Health 
Insurance Program (CHIP) p rovides health coverage to eligible children, through both 
Medicaid and separate CHIP programs. CHIP is administered by the Commonwealth 
according to federal requirements. The program is funded jointly by Commonwealth and 
federal funds. This funding is inc remental to Section 1108 capped funding and is not subject 
to a federal funding cap. Without additional legislation, the CHIP matching rate, also 
known as the Enhanced FMAP (or eFMAP), for Puerto Rico is statutorily set at a minimum 
of 68.5% under Title XXI of the Social Security Act.  

¶ Special Revenue Fund reve nues from Commonwealth employers: Additional 
revenue for the Medicaid program comes from intra -governmental transfers to cover 
retirement and health care expenses incurred by various Commonwealth entities on behalf 
of their employees.  

¶ Special Revenue Funds  revenues from prescription drug rebates:  Currently, 
Puerto Rico operates its own drug rebate program whereby the Commonwealth negotiates 
or utilizes pre-negotiated agreements with drug manufacturers to return a portion of cost 

for prescription drugs. 10 These funds enter the Commonwealth budget as Special Revenue 
Funds and are applied directly against the costs of Medicaid premiums. Because CMS 
covers a portion of the prescription drugs, net federal funds are expected to decrease by the 

eligible amount ñpaid forò by CMS.11 

Under CMS Rule 84 FR 64783, U.S. Territories were to be required to join the federal Medicaid 

Drug Rebate Program (MDRP) on April 1, 2022,12 unless they applied for and received a waiver. 

However, according to the Federal Register,13 on November 19, 2021, CMS issued a final rule to 
delay for nine months the April 1, 2022 effective date for inclusion of the U.S. Territories to January 
1, 2023.  

Puerto Ricoôs entry into MDRP is expected to yield higher gross rebates from drug manufacturers 
compared to those from the local drug rebate program the Commonwealth currently has in place. 
Partly to enable entry into the federal program, the Government has also indicated its intention to 
update its accounting systems and the methodology by which it reports prescription drug 

 
10  Based on ASES estimates as of January 18, 2022 
11 For Medicaid non-CHIP and EAP rebates, the amount of rebates that would trigger a reduction in federal funds is reduced by the 

amount of corresponding expenditures over the amount needed to maximize the federal funds cap. Federal funds are reduced by 
the FMAP multiplied by the eligible amount that would trigger a reduction in federal funds. The Commonwealth would be 
expected to cover any shortfall in program funding with General Funds. 

12 Federal Register, "Medicaid Program; Covered Outpatient Drug; Further Delay of Inclusion of Territories in Definitions of States 
and United States,ò 2019. (Accessed 16 April 2021) 

13 Federal Register, ñMedicaid Program; Delay of Effective Date for Provision Relating to Manufacturer Reporting of Multiple Best 
Prices Connected to a Value Based Purchasing Arrangement; Delay of Inclusion of Territories in Definition of States and United 
States,ò 2021 
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uti lization to the Centers for Medicare and Medicaid Services (CMS).14 In doing so, Puerto Rico 
will also share a portion of the rebate revenue with the Federal Government to the extent it reduces 
the costs eligible for federal matching.  
 
The 2023 Fiscal Plan ensures that the Commonwealth is appropriately funded to meet its matching 
obligations under current law. To provide healthcare for a substantial part of the population, the 
Commonwealth must be able to pay and manage these critical costs, which grow faster than 
inflation, regardless of the future federal legislative environment.  
 
Exhibit 10 outlines expected Medicaid federal fund receipts, with funding aligned from federal 
fiscal years to Puerto Rican fiscal years. 
 
Exhibit 10: BASELINE FEDERAL FUNDS RECEIPT PROJECTIONS 

 
1.3.1.3  Other federal funding  
 
In addition to Medicaid funding, Puerto Rico receives other federal funds on a regular basis. These 
are not to be confused with disaster relief funds, which are directly tied to Hurricane Maria and 
earthquake reconstruction activity, or with COVID -19 response and relief funds, which are meant 
to cover incremental government spending to respond to the global pandemic. These funds cover 
both social benefits and operational expenditures. In the 2023 Fiscal Plan, these funds have been 
modeled based on what types of costs they cover (e.g., benefits or operations) as well as statutory 
formulas that define the size of Puerto Ricoôs allotment. For example, while Temporary Assistance 
for Needy Families (TANF) funds are typically pass-through (e.g., none of these funds go to 
operational costs), some Title I education funds are projected to be used for operational purposes 
(e.g., teachersô salaries, school supplies for programs for students with special needs, etc.). For the 
former, federal fund inflows and outflows mirror each other (as benefit needs decline, so do funds). 

 
14 In December 2021, ASES announced a contract with Abarca Health as its pharmacy benefit manager (PBM) and Medicaid Drug 

Rebate Program (MDRP) manager. 
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For the latter, though inflows may decline, it does not necessarily mean expenditures decline as 
well ï as expenditures are based on operations, not on benefits formulas, and the Commonwealth 
may have to cover operational expenditures via the General Fund should they outpace reduced 
federal funding. Meanwhile, while Head Start funds are allocated from the Federal Government 
based on the number of children livi ng in poverty, NAP funds are provided through a block grant 
that is capped. The former, therefore, should change by population, while the latter should only 
grow with inflation, regardless of population changes.  
 

1.3.1.4  Special Revenue Funds  
 
Commonwealth agency Special Revenue Fund (SRF) revenues: The Commonwealth 
collects a significant portion of its revenues through Special Revenue Funds, which are funded 
from, among other sources, tax revenues transferred by statutes, fees and charges for services by 
agencies, dividends from public corporations, and financing proceeds. 
 
Independently Forecasted Component Unit (IFCU) revenues:  The Commonwealth 
contains twelve Independently Forecasted Component Units, which range from public 
corporations (e.g., the State Insurance Fund Corporation) to public hospitals (e.g., the Cardio 
Center). These entities are mostly funded by Special Revenue Funds and may also receive General 
Fund appropriations. While most IFCU revenues are projected using GNP, given the unique nature 
of each IFCU, certain revenue streams are grown by other factors, such as inflation, population, or 
as governed by legislation.  
 
Municipal contributions to PayGo and the Puerto Rico Health Insurance 
Administration (ASES, by its Spanish acronym):  The 2023 Fiscal Plan includes receipts 
from municipalities to cover retirement and healthcare expenses incurred by the Commonwealth 
on their behalf. Since the passage of Act 72-1993, ASES has received funding from municipalities 
for the administration and delivery of the Government Health Plan on their behalf. Similarly, since 
the passage of Act 106-2017, municipalities that participate in ERS are financially responsible for 
PayGo expenditures covered by the Commonwealth.  
 
Public Corporation PayGo receipts: The 2023 Fiscal Plan includes receipts from public 
corporations (e.g., PRASA) that participate in the Employee Retirement System (ERS) to cover 
PayGo expenditures on behalf of their retirees covered by the Commonwealth. The Commonwealth 
shall be reimbursed for these payments and will act if these contributions are not received (e.g., 
will withhold payments for utilities).  
 
FAM: The Municipal Administration Fund (FAM) collects 0.5% of the SUT which is distributed 
into three funds: (1) 0.2% to the Municipal Development Fund; (2) 0.2% to the Municipal 
Redemption Fund; and (3) 0.1% to the Municipal Improvement Fund (referred to as the FMM).  
Pursuant to Section 4050.09 of Act 1-2011, the FMM are to be distributed through annual 
legislation and appropriated for select capital works and improvement projects for the 
municipalities (e.g., public housing, schools). The legislature passes resolutions each year to 
allocate the FMM.  
 

1.3.1.5  Gross -up for tax credits  
 
Gross -up of revenues to reflect potential revenues without payment of tax incentives: 
In addition to offering preferential tax rates, tax exemptions, tax abatements, and cash grants, the 
Government of Puerto Rico provides hundreds of millions of dollars in tax credits to corporations 
and individuals each year. Some of these tax credits function as entitlement programs: any 
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business that meets the requirements set forth in law is entitled to the benefit. Other tax credits 
give government officials considerable discretion on which projects will receive incentives. Many 
of these tax credits are intended to pursue certain policy goals such as stimulating employment, 
stimulating economic activity and e conomic development, encouraging investment, and protecting 
local industries.  
 
Policy makers in Puerto Rico must understand both the budget implications of current and 
proposed tax expenditures and should manage the size of tax incentives by setting limits on their 
annual cost and eliminating tax credits with negative returns. The issuance of reliable cost 
estimates, including a detailed analysis of the budget implications from each tax incentive and 
annual cost controls will help Puerto Rico avoid unexpected negative outcomes. Otherwise, the 
Government will remain powerless to manage the cost of these incentives and keep the incentives 
from growing uncontrollably.  
 
Recognizing the importance of this question to the fiscal sustainability of Puerto Rico, the  2023 
Fiscal Plan includes a forecast of gross revenues inclusive of the value of tax credits to show the 
foregone revenue associated with these credits. The 2023 Fiscal Plan includes a forecast of gross 
revenues based on the historical level of certain tax credits claimed on income tax filings for 
individual filers, regular corporation filers, and incentive tax filers, as provided by Hacienda. As 
shown in the period of the report, over nine tax years (2010-2018), tax credits claimed across all 
tax filers averaged $261 million annually.  
 
Exhibit 11: TAX CREDITS BY TAX YEAR 

 
 
The Government must also adopt a transparent limit to the amount of tax credits issued and 
claimed at an amount below $261 million by, for example, capping the notional amount, restricting 
the number of companies and individuals that can claim credits annu ally, including sunset 
provisions, or inserting time bound clauses upon which each tax credit will expire.  This is similar 
to the approach that other states have taken to limit the use or issuance of tax expenditures, 
including Arizona, California, Florida , Illinois, Massachusetts, Minnesota, New York, Ohio, and 
Pennsylvania. This limit is separate and incremental to the cash grants that corporations and 
individuals also receive, which will be captured in Certified Budgets going forward. Future Fiscal 
Plans should also be expanded to include limitations on foregone revenues due to preferential tax 
rates and exemptions, including municipal exemptions.  
 
These forecasts should be maintained and updated by leveraging the work that Hacienda has 
undertaken to produce and maintain a more comprehensive measurement of tax expenditures over 
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time through the annual Tax Expenditures Report. The publication of the annual Tax Expenditures 
Report provides better visibility into the full scope of tax expenditures being offered, together with 
a description and approximate cost of each expenditure.  
 
For tax expenditures reporting to maintain relevance and maximize its im pact on the policy 
making process, regular reviews of each tax incentive should be completed to assess whether each 
incentive is meeting its policy objective (and an assessment of benefits along with costs). This was 
missing from the first and second repor ts and detracts from the ability of the report to provide 
proper context from which to inform budgetary decision -making. 
 
The estimates in the tax expenditures report should also be systematically incorporated into the 
annual fiscal plan and budget review process. This means they need to be considered in 
conjunction with consideration of direct spending proposals at the executive review and legislative 
levels and the agencies responsible for programs. 
 
To achieve the objectives above, the Tax Expenditures Report must be produced annually on a 
timely and efficient basis. Rationalizing the amount of tax expenditures offered by the Government 
is smart and prudent fiscal management. This can only be done in a comprehensive way through 
the production of the annua l tax expenditure report on a timely basis. 
 
The Government has also taken initial steps to provide transparency around and control these 
expenditures through its proposed reforms to the Incentives Code. By targeting a limit on the 
amount of tax expenditur es that can be spent each year, the Government would retain control over 
the cost and enable public debate about the value of this type of spending in light of the various 
needs on the Island.  
 

1.3.1.6  Gross -up for COFIM receipts  
 
The Municipal Finance Corporatio n (COFIM, by its Spanish acronym) is the public corporation 
that collects the 1% Municipal SUT established by law for certain municipalities. The 2023 Fiscal 
Plan includes projections of this 1% revenue stream, along with exactly offsetting expenses. COFIM 
is not an entity that receives appropriations from the General Fund, but rather relies solely on 
municipal SUT.   
 

3.2  Baseline expenditure forecast  
 
The trend of ñbaseline expendituresò (i.e., the forecast of projected expenditures assuming no 
measures and structural reforms), is summarized in Exhibit 12. 
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Exhibit 12: MAJOR OPERATING EXPENDITURE CATEGORIES PRE-MEASURES 

 
 

1.3.2.1  General fund payroll and non -personnel operating expenses  

Payroll expenditures: Consistent granular payroll data continues to be a challenge for the 
Government. FY2023 payroll numbers reflect the Certified Budget. During the FY2023 budget 
process, agencies were analyzed to develop detailed payroll estimates based on agency rosters, 
actual payroll run rates and anticipated changes to headcount and salaries. Beginning in FY2024, 
base payroll has been assumed to grow by Puerto Rico inflation. Any increase or reduction to 
baseline payroll expenditure projections from investment decisions, attrition, absenteeism, or 
workforce reductions is captured through fiscal measures. 

Non -personnel operating expenditures:  Non-personnel operating expenditures in FY2023 
were also assumed to be equal to the Certified Budget. Thereafter, non-personnel operating 
expenditures are assumed to grow by Puerto Rico inflation, with select adjustments as necessary. 
For example, the 2023 Fiscal Plan accounts for the 10% reduction to FY2022 Special Fund for 
Economic Development (FEDE, by its Spanish acronym) and Economic Incentive Funds (FIE), 
Cruise Industry Incentives  and Export Development  expenditures in all future years. In FY2023, 
these select expenditures reductions are $10 million in total.  

 

1.3.2.2  Special Revenue Funds  

Commonwealth agency Special Revenue Fund (SRF) operational expenditures: The 
Commonwealth funds a significant portion of its expenses with Special Revenue Funds and 
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previously did not report on these expenses transparently in a consistent manner. Starting with 
the FY2019 budget process, the Oversight Board has certified SRF expenditures with the objective 
of applying controls and reporting requirements to ensure transparency and accountability for 
these revenues and expenditures. With data made available by the Commonwealth, the baseline 
level of SRF expenses of Commonwealth agencies (excluding IFCUs) has been updated and 
allocated across agencies (by payroll and non-payroll expenditures). Given the mandate of the 
Office of the CFO to place controls on SRF expenditures, baseline SRF expenses are forecasted to 
be equal to the estimated revenues in each year before fiscal measures.  

Independently Forecasted Component Unit (IFCU) operational expenditures : Most 
IFCU payroll and non -payroll expenses grow by inflation, with exceptions for certain expense 
categories (e.g., healthcare costs grow with medical inflation, variable costs that grow in line with 
revenues).  

1.3.2.3  Other federal funding  

Most federal funds received by the Commonwealth are passed through to residents directly in the 
form of social benefits (e.g., TANF, WIC), but federal funds are also used to cover operating 
expenditures in many agencies. Expenditures related to pass-through federal funds are set equal 
to the associated revenue stream. Baseline expenditures related to operating expenditures are set 
based on the FY2018 federal funds budget reported by the Government (updated in select cases 
for new information received FY2019-2023) and grow with inflation (and in some cases 
population). In the case of Community School Program (largely Title I funding), revenues will grow 
with inflation, but decli ne with decreasing population growth and, consequently, enrollment, 
which is the most salient determinant of Puerto Ricoôs annual allocation. The 2023 Fiscal Plan 
assumes that payroll and operating expenditures grow at the same rate, assuming that the General 
Fund budget for PRDE will be considered separately from federal funding levels. Accordingly, 
PRDE will spend federal funds based on the amount received. 

1.3.2.4  Medicaid expenditures  
 
As described in 1.3.1.2, it is assumed that the Commonwealth will use the full federal funding 
available in FY2022 onward, per the Consolidated Appropriations Act of 2023 . In order to use all 
of the federal funds available, given the effective federal matching rates across different eligibility 
groups, total Medicaid program expenditures are expected to reach roughly  $4.6 billion  annually 
by FY2024. The significantly higher program size would provide the Commonwealth  with the 
opportunity to increase coverage for additional benefits and/or higher enrollment.  
 
The plan assumes the Puerto Rican Medicaid programôs total expenditures will grow by 
population -adjusted health care inflation  in the long run .15 Total program expenditures include 
managed care premiums for all federally eligible enrollment groups, including wrap -around 
payments for those eligible for both Medicare and Medicaid and who enroll in Medicare Advantage 
programs (also known as Platinos). It also includes eligible direct health expenditures (e.g., 
Hepatitis C, HIV, and pulmonary programs) that do not flow through managed care. Further 
included in these expenditures are coverage for the wholly Commonwealth-funded enrollees whose 
expenses are not federally subsidized and non-premium administrative costs to ASES; however, 
program size excludes costs incurred by the Department of Health for FQHC and Medicaid 
Program administration, which are also eligible for federal matching funds. Exhibit 13 shows a 
breakdown of projected Medicaid expenditures.16 

 
15 The growth rate of the total Medicaid program size is forecasted to be a combination of the PMPM growth rate and the rate 
of change of the Islandôs population. 
16 Plan Vital for current and future police retirees is also include in these expenditures. See Part IV for more detail. 
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Exhibit 13: PROJECTIONS FOR MEDICAID AND CHIP EXPENDITURES 

 
 

1.3.2.5  Commonwealth pension expenditures  

Pension costs: Projections rely on demographic and actuarial estimations for Employeesô 
Retirement System (ERS), Teachersô Retirement System (TRS), and Judiciary Retirement System 
(JRS) populations and benefit obligations. Since FY2018, pension benefits for all plans have been 
paid on a pay-as-you-go basis.  

1.3.2.6  Appropriations  

Municipalities: Baseline municipal appropriations are projected to remain constant at ~$220 
million annually, which represents the FY2018 appropriation level exclusive of a $78 million one-
time  allotmen t to municipalities made in the aftermath of Hurricanes Irma and Maria.  

University of Puerto Rico (UPR):  The UPR total appropriation is $500 million from FY2024 
to FY2027 as per Act 53-2021. Following this period, the appropriation will continue as previo usly 
envisioned in the 2021 Fiscal Plan. 

Highways and Transportation Authority (HTA):  HTA is currently funded through a 
combination of own revenues, federal funds, and Commonwealth funds (including both a capital 
appropriation and an operating appropriatio n). The 2023 Fiscal Plan sets the HTA operating 
transfer to cover the full cost of non-toll assets. The appropriation does not include funding for the 
HTA emergency reserve, nor does it draw down existing balances. It also assumes toll roads have 
access to federal funds until reorganization is complete (assumed FY2023), but not thereafter.  
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1.3.2.7  Other operating and capital expenditures  

Utilities:  The 2023 Fiscal Plan uses the estimated billings for electric and water costs provided by 
PREPA and PRASA, respectively on agency level. Estimated water billings from PRASA are 
projected to grow at the same rate as water rate increases over the period of FY2024-FY2025; 
thereafter, PRASA billings are projected to grow according to inflation.  

Parametric insurance: The 2023 Fiscal Plan includes an investment of ~$33 million in FY2024 
to cover the Commonwealthôs portion of the annual cost of parametric insurance, which is 
projected to grow by inflation thereafter. The parametric insurance program is supplemental to 
the existing budgeted premiums for renewing current traditional insurance policies.  

Insurance (PRIMAS) : The Commonwealth bears costs related to insurance premiums (e.g., 
property insurance, liability insurance). Government reporting on these costs has not been 
transparent or consistent over time (e.g., not all agencies report these costs independently of other 
operating expenses, reporting is not consolidated across General Fund and Special Revenue 
Funds). The Government reported that insurance costs increased from FY2018 to FY2020 due to 
Hurricanes Maria and Irma. Adjustments were made based on agency reported needs for FY2021, 
FY2022 and FY2023 (e.g., costs for Department of Housing have been reduced, costs for PRDE 
and Institute of Puerto Rican Culture have been in creased). 

Capital expenditures: Centrally-funded General Fund maintenance and capital expenditures of 
the Commonwealth (excluding PREPA, PRASA, HTA self-funded capital expenditures and one-
time transfers) are expected to grow by inflation from a baseline of $331 million in FY2024 . The 
2023 Fiscal Plan includes annual Special Revenue Fund capital expenditures for the 
Commonwealth agencies (and the Public Buildings Authority) of ~$22 million (based on historical 
agency needs) for FY2024 onwards.17  

1.3.2.8  Expenditur e gross -ups  
 
For each of the gross-up revenue items, an equivalent expenditure is included in the baseline 
expense forecast. 
 

1.3.2.9  Funds for parametric insurance  
 
Funds to cover parametric insurance will be made available upon reaching specific milestones and 
after the approval and authorization from the Oversight Board.  

Develop a comprehensive insurance plan to develop a program that considers the available 
markets, costs, meeting Obtain and Maintain (ñO&Mò) requirements and levels of coverage.  

ï Conduct a risk analysis including hazards/perils covered  

ï Analyze expected O&M requirements on a building by building basis 

ï Identify the types and extent of insurance needed to protect against risk and meet O&M 
requirements 

ï Identify insurance gaps between O&M requirements and insurance that is reasonably 
available 

ï Identify the authority for developing, implementing, and enforcing the plan  

 
17 Of this amount, $2 million per year goes to Public Buildings Authority (an IFCU) for recurring needs  
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ï Design, the financial arrangement structure for funding the plan and pay for losses, which 
includes a system for fixed contribution s, a formalized plan to pay losses as they occur, and 
how funds will be distributed  

Prioritize insurance and strategically consider options to supplement the existing insurance 
coverage: 

ï Identify how the Commonwealth will meet Flood Insurance requirements  

ï Consider broader / expanded limits on existing policies  

ï Consider a separate excess insurance policy that provides coverage above the current limits 

ï Consider a parametric policy and CAT Bond or a hybrid combination of the two to provide 
supplemental or excess coverage 

Engage the Insurance Commissioner  

ï Establish the criteria for the Insurance Commissionerôs certification of the insurance 
coverage that is reasonably available 

 
3.3  Surplus potentially not available for the Commonwealth  
 
The 2023 Fiscal Plan financial projections show the surplus generated by all entities covered by 
the Commonwealth Fiscal Plan. However, some of the surplus is generated by Commonwealth 
public corporations, and the Commonwealthôs ability to access such surplus amounts could be 
problematic without further legislative action. As such, the 202 3 Fiscal Plan also represents what 
the surplus, before debt service and Pension Reserve Trust contributions, would be if these funds 
were inaccessible. In FY2023 the surplus potentially not available for the Commonwealth totaled 
$124 million, or just 3.3% of surplus (pre -debt service and other POA obligations).  
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PART: 2 - Entrenching legacy of strong fiscal 
management  
 

Chapter 4.  The Financial Management Agenda  
 

4.1 Introduction to the Financial Management Agenda  
 
For the past two decades, Puerto Rico has been in a cycle of economic distress, whereby the phase-
out of favorable federal tax policy was followed by a recession, population loss, underfunding of 
pensions, and over borrowing by prior adm inistrations to maintain basic services as revenue 
precipitously declined. The cycle has been accelerated by devastating natural disasters, financial 
malfeasance, and the COVID-19 pandemic.  

When the Governmentôs debt burden became unsustainable, Congress passed PROMESA, 
establishing the Financial Oversight & Management Board for Puerto Rico (ñOversight Boardò) to 
provide a method to achieve fiscal responsibility and access to the capital markets, ensuring the 
funding of essential public services, and improving fiscal governance, accountability, and internal 
control.  

On March 15th, 2022, Puerto Rico emerged from bankruptcy. The people of Puerto Rico have 
celebrated this milestone, but this is just the first step on a long road to economic recovery and 
renewal. The Government will keep moving forward, restore the Islandôs prosperity and fiscal 
responsibility, and ensure that Puerto Rico never returns to fiscal insolvency. 

Achieving fiscal and economic health will require the kind of resolve the people of Puerto Rico have 
shown throughout their history. Even with the reduced debt load achieved with the Plan of 
Adjustment, Puerto Ricoôs finances will require further actions to be structurally sound. Success is 
dependent upon cooperation from all sectors of society and fundamental changes in the way 
Government does business. 

Fiscal stability can be achieved while meeting the basic needs of the people of Puerto Rico and 
investing in a brighter future. The Government management improvements should be guided by 
the following principles:  

ƴ Goal -oriented,  setting clear milestones for success 

ƴ Innovative in overcoming obstacles 

ƴ Accountable for results 

There are many obstacles in the way of the change Puerto Rico needs. Governmentôs technology is 
often outdated, its workers are underpaid and undertrained, and resistance to new policies and 
practices is real. That said, overcoming obstacles is a way of life for the people of Puerto Rico. The 
Financial Management Agenda (ñAgendaò), which was introduced in the 2022 Fiscal Plan, is about 
focusing on urgent problems and solving them. 

The Agenda contains an ambitious set of initiatives to improve financial mana gement and deliver 
results that matter to the Puerto Rican people. Specifically, it:  

ƴ Requires the Governmentôs commitment to achieve immediate, concrete, and measurable 
results 

ƴ Focuses on remedies to serious problems and commits to implement them fully 
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ƴ Is being undertaken in advance of, not instead of other needed management 
improvements  

Implementing the Agenda and improving financial management will have direct and positive 

impacts on the lives of the people of Puerto Rico. It will enable the Government to access capital 

markets and invest in Puerto Ricoôs future at affordable rates. It will ensure federal disaster aid is 

put to use to rebuild critical infrastructure and help families and businesses get back on their feet. 

And finally, it will prevent misus e of taxpayer dollars. 

A coherent plan 

The initiatives in the Agenda are carefully chosen to lay a foundation for success, build on progress 
that has already been made, and achieve milestones that are most critical for restoring Puerto 
Ricoôs financial responsibility.  

The 12 initiatives are grouped into three categories: Foundational, Central, and Supporting. 

The Foundational initiatives  are Office of the Chief Financial Officer (ñOCFOò) and CSR. These 
initiatives will provide the Government the clear leadership structure, capable workforce, and 
modern technology essential to implementing the other initiatives.  

Establishment of the OCFO, already underway, aligns financial management functions across 
Government under singular leadership, enabling consistent policies and procedures, 
accountability for timely financial reporting, efficient resource use, and sharing of expertise and 
best practices. 

The OCFO initiative also includes completing deployment of an Enterprise Resource Planning 
(ñERPò) system that will replace a patchwork of accounting, procurement, and Human Capital 
Management with one platform that streamlines financial reporting, prevents errors and fraud, 
protects data from hackers, and provides tools to enable smarter spending decisions. The 2023 
Fiscal Plan projections include $10 million per year beginning in FY2023 for five years of capital 
expenditures to support the implementation of the ERP system. 

CSR, which is being piloted in the Department of Treasury (ñTreasuryò) and the Office of 
Management and Budget (ñOMBò), and then scaled across Government, will result in more 
competitive compensation and better recruiting, training, and performance management for 
public service employees. A skilled, motivated workforce is essential to implementing the Agenda. 

Section 209 of PROMESA (Termination of the Oversight Board) provides for termination of the 
Oversight Board upon certification that :  
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The four Central initiatives  are specifically designed to meet these conditions. 

Timely Audited Financial State ments are a prerequisite for issuing bonds at reasonable interest 
rates, and Debt Management Policy Implementation  is necessary to assure investors and 
safeguard against future over borrowing and ensure future market access. 

Budget Best Practices and Federal Funds Management  work together to help Government more 
accurately forecast available revenue, prepare, and adhere to responsible spending plans, and 
maximize the use of federal funding to supplement local revenue sources ï all necessary 
components to enabling the certification of four years of balanced budgets of the territorial 
government under PROMESA. 

The six Supporting initiatives  represent actions needed to prevent waste, fraud, and abuse, 
make more effective use of the Islandôs assets, and professionalize the management of government 
resources. 

ƴ Automated time and attendance will ensure that only active employees who are working 
get paid. 

ƴ Cash & bank account monitoring will close idle government bank accounts and reduce 
erroneous bank account activity and inaccurate cash reporting.  

ƴ Procurement best practices will make government purchases transparent to the public, 
reduce non-competitive contract awards, and standardize procurement rules across 
departments. 

ƴ Non-partisan legislative scoring will ensure that the fiscal impact of legislative actions is 
accurately estimated and budgets are based on revenue forecasts prepared by well-trained 
experts. 

ƴ Real estate best practices will ensure that all government -owned property is accounted 
for, properly ma intained, and delivers maximum value to the people of Puerto Rico. 

ƴ Real property registry will streamline the land registration process, verify ownership of 
all land on the Island, and assist with the enforcement of taxes and distribution of disaster 
relief funding.  

 

An Oversight Board shall terminate upon certification by the Oversight Board that:  
1) the applicable territorial government has adequate access to short -term and long -term 

credit markets at reasonable interest rates to meet the borrowing needs of the 

territo rial government; and  

2) for at least 4 consecutive fiscal years 

A. the territorial government has developed its Budgets in accordance with modified 

accrual accounting standards; and  

B. the expenditures made by the territorial government during each fiscal year did 

not exceed the revenues of the territorial government during that year, as 

determined in accordance with modified accrual accounting standards.  
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Implementing the agenda  

The Government has taken initial steps to ensure that the Agenda initiatives are implemented in a 
coordinated manner that delivers on  promised results. These steps are summarized here and 
detailed in the initiative sections below:  

ƴ Establish a Governorôs Management Council (ñGMCò) consisting of the chief operating 
officers (or equivalent senior officials) of major agencies and Government public 
corporations  (Exhibit 15). The GMC, headed by the Governor, with the CFO as deputy, will 
serve as a steering committee for the Agendaôs implementation. Importantly, the GMC 
provides a way for leadership across agencies to support government-wide priorities and 
to build a community of management practice that identifies obstacles, solves problems, 
and innovates together 

ƴ Alternative based on current status: Expanded the role of the existing ERP Steering 
Committee to include monitoring implementation of the Agenda.  The steering 
committee, which is led by Hacienda, includes representatives from all agencies with 
responsibility for Agenda initiatives . 

ƴ Created detailed implementation plans for several initiatives, with definitive timelines, 
milestones, action steps, budgets, and responsibilities. 

ƴ Implement an accountability structure that includes:  
o Public scorecards showing the status and progress of Agenda initiatives 
o A ñFinanceStatò program that tracks government-wide and agency-level financial 

performance and results and quickly identifies and corrects problems 
o Recognition awards for individuals, teams and agencies that meet and beat 

performance targets 

In addition to the steps taken to date, the Fiscal Plan recommends that the Government explore 
designating Financial Management Centers of Excellence. Implementing and maintaining modern 
financial management standards across more than 100 units of government risks uneven and 
inconsistent implementation, reliance on expensive consultants and contractors, and, ultimately, 
failure. To provide Puerto Rico the best chance for success and make the most of limited resources, 
the Governor should direct a small number of large agencies to meet standards of financial 
management excellence and provide financial services to smaller entities. 

A shared responsibility  

Realizing the goals of the Agenda will require a team effort, with cooperation from many partners. 
The Fiscal Plan recommends that the Government call on these partners to play key roles in the 
Agendaôs success. 

The legislature will be asked to support policy changes that institutionalize  strong financial 
management, provide the resources needed to implement initiatives, and exercise oversight to hold 
agencies accountable for results. 

Government employees will be asked to adapt to new ways of doing business, upgrade their skills, 
and approach the hard work of implementation with a can -do spirit. This Agenda is intended to 
give civil servants a greater role and stake in Puerto Ricoôs fiscal future. 

The private sector will be asked to lend its expertise to help government leaders and front-li ne 
workers fix broken processes, deploy new technology, and manage change. 
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The public will be asked for its patience as the Government implements the Agenda. Although 
improving how the Government manages money may not capture the imagination, these initiat ives 
will result in long -term benefits that impact everyone in a positive way. 

The expected results 

Exiting bankruptcy comes with both opportunities and obligations. Puerto Rico can move forward 
towards financial responsibility and economic renewal but mus t make major changes to how it 
manages public funds. The changes detailed in the Agenda will collectively bring about an array of 
benefits that residents of Puerto Rico will see and feel. 

ƴ Puerto Rico will be able to access financial markets for long-term investments in better 
schools, transportation, energy transmission, clean water, broadband, and other 
initiatives that benefit the people of Puerto Rico.  

ƴ Businesses will be attracted to the Island, sparking economic renewal and population 
growth,  reversing decades of decline. 

ƴ Government budgets will be based on facts instead of fiction, and the combination of 
more complete and timely financial data and more efficient financial systems will enable 
leaders to make better use of available resources. 

ƴ Residents of Puerto Rico will know how their tax dollars are being spent and can be 
confident that the Government is no longer wasting millions of dollars due to 
mismanagement and fraud. 

ƴ The Government will be able to pay competitive salaries, lure back talent that has 
migrated off the Island, and deliver services that exceed customer expectations. 

The people of Puerto Rico have persevered through challenges throughout their proud history. 
They know the meaning of hard work, sacrifice, and living within you r means. They deserve a 
government that exhibits all of those qualities. The Agenda is a call to action and a compass 
pointing the way.  

4.2  Foundational Initiatives (OCFO/ERP, CSR)  
 

2.4.2.1  Office of the Chief Financial Officer  
 

One of the key goals of PROMESA is for fiscal accountability to be quickly and permanently 
ensconced in the Government, which entails the creation of a strong Office of the Chief Financial 
Officer (OCFO). By centralizing key financial management functions (e.g., financial reporting, 
procurement , payroll) under a capable and well-resourced OCFO, the Government can address 
long-standing issues that have arisen under the Islandôs historically decentralized financial 
management regime. On March 9, 2021, the Governor issued Executive Order 18-2021, which 
repealed and replaced prior administrative orders to create the OCFO. 

On March 9, 2021, the Governor issued Executive Order 18-2021, which repealed and replaced 
prior administrative orders to create the OCFO. The OCFO will centralize all financial man agement 
functions for the Government. The goal is to provide a uniform and coordinated structure to 
support fiscal governance and transparency. The OCFO will be instrumental in implementing the 
new comprehensive ERP system that will support financial data recording, reconciliations, and 
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timely interim and year -end financial reporting as well as timely preparation and audit of its 
financial statements.  

Over time, relevant responsibilities presently distributed across various Government agencies 
should be consolidated within a legislated OCFO. After this consolidation, the Government should 
consolidate or eliminate the following agencies: 

EXHIBIT 14: LIST OF COLLABORATING AGENCIES IN FUTURE STATE OCFO 

 
 
The agencies collaborating with OCFO and advisory committee are shown in the organizational 
chart below: 

Exhibit 15: OCFO COLLABORING AGENCIES AND ADVISORY COMMITTEE 

 
The Agenda calls for strengthening the OCFO in line with the following core objectives and 
responsibilities:  

ƴ Centralizing treasury and liquidity management to : 
























































































































































































































































































































